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SUBMISSION OF 
CANADTAN PACIFIC RAILWAY COMPANY 


P4RT I 


Mr. Chairman and Commissioners?<= 


The following submission is made on behalf of Canadian 
Pacific Railway Company. For convenience, the outline of submis- 
sions dated 27th May, 1949, is repeated and where deemed neces= 
sary, additional submissions and elaboration follow the numbered 


paragraphs of the Outline Submission. 


OUTLINE SUBMISSION 


"1. Canadian Pacific Railway Company welcomes the opportunity 
afforded to it, as a result of the appointment of your Commis- 
sion, to express its views upon the many important aspects of 
the national transportation problem which your Commission has 
under consideration. The essential problem can, in our view, 
be simply stated, that is to say, how the people of Canada can 
be furnished adequate and modern transportation services at 
the lowest possible cost to the nation and without unnecessary 
or uneconomic consumption of labour and materials. 


Lie No transportation service can be said to be adequate 
unless it is so arranged and its rate structure so framed that 
the traffic of the country is moved freely and the agricultural 
and industrial development of the country maintained and en- 
couraged, The problem is definitely not one as to which part 
of the country should obtain special treatment as compared 
with another part nor is it one of the extent to which the 
railways can be made the medium by which artificial and 
uneconomic development of certain parts of the country can 

be achieved at the expense of other parts. Transportation 

is of national and not merely sectional importance. 


30 The problem involves, in our view, the need of ensuring 
that the railways of this country be made financially sound 
and be able to provide adequate and modern railway services. 
Railways, at least those privately owned, must be able to 
attract the necessary capital to their enterprises in order 
that they may keep pace with the need for expansion and 
modernization of their services and for the improvements 
which are required to ensure that the products of industry 
may find their markets both at home and abroad. 


4o The suggestions contained in this submission by Canadian 
Pacific looking to a solution of these problems involve basi- 
cally the assumption that it is in the best interest of 
Canada that Canadian Pacific is to continue to function as a 


privately owned system. 
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"5, Regulation of public utilities, including railway 
utilities, is necessary. At the same time, in the submis-~ 
sion of this Company, regulation should neither be sought 
for its own sake nor should it be carried to the point of 
oppression, 

6. If regulation is carried too far and, abové all, if the 
problem is allowed to become one hedged about with political 
controversy and subject to political solutions, private 

ee Ueh rates cannot perform its function and must inevitably 
give way to socialization of the enterprise, 


70 It is equally important to recognize that regulation 
should be performed by a tribunal administrative in 
character but wise and judicial in its decisions, free from 
the stultifying effect of having its decisions subject to 
review and appeal by a political tribunal. Parliament has 
of course the power to legislate when legislation becomes 
necessary but it is, in the view of the Canadian Pacific, 
extremely important that neither Parliament nor the Governor- 
in-Council should provide the arenas in which questions 
primarily for the administrative tribunal are argued and 
disposed of. 
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8, A number of proposals which are alleged to offer an 
answer to the transportation problem will be dealt with in 
detail at a later stage of the submissions of the Company 
to your Commission. Part II of this submission will outline 
the position of this Company with regard to such specific 
proposals as are made in the outline submissions of the 
several intervening provinces.™ 
FURTHER SUBMISSIONS 

Part II of this submission is expanded to give in 
some detail the considerations and material deemed by Canadian 
Pacific to be relevant to the proposals made by the intervening 
previnces in their written submissions, as well as at hearings 
held by your Commission. Part II is elaborated also to deal 
with certain complaints and proposals by various parties and 
their witnesses during the hearings of your Commission. 

In view of the large number of briefs submitted and 
the variety of subjects dealt with, the elaboration of Part ITI 


will be arranged so as to deal with specific subjects under 


appropriate headings. 
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OUTLINE SUBMISSION 


"9, Such proposals, while often made in an honest belief that 
they are in fact adequate solutions of the problem, merely beg 
the real question. In many cases such proposals only create 
new problems more serious than those for which they are 
intended to provide a remedy. 


10, The system of rate regulation under the Railway Act has 
stood the test of time. It has enabled a remarkably high 
degree of national prosperity to be attained, The machinery 
provided by the Act, as it has been administered and inter- 
preted by the Board subject to appeal on matters of law and 
Jurisdiction to the Supreme Court, has provided a rate struc= 
ture which will move the maximum volume of traffic of all kinds. 


lil. The railways themselves have at least. an equal interest 
with the shipping public in maintaining the lowest possible 
level of rates. It is not, however, desirable that the rail- 
ways should perform uneconomical transportation services merely 
to create artificial industrial or other growth in areas where 
the geographical disadvantages are such as to inhibit the 
economical development of certain industries. 


l2. Many such proposals as have been made overlook the extent 
to which the railway freight rate structure has been success- 
ful in developing the commerce of this country under what in 
many cases might have been considered insuperable difficulties, 
The rate-making system under which this has been possible is 
one which, while designed to provide revenues sufficient to 
meet the cost of transportation as a whole, recognizes that 
all classifications of traffic cannot contribute equally to 
that overall cost. This principle of rate-making involves 
contributions by different classes of commodities according 

to ‘what the traffic will bear’. That is not to say that 
every type of traffic is charged all that it will bear, but 
that it is recognized that to apply the same rate per ton for 
similar movements of all types of traffic would produce charges 
so high on certain types of traffic as to inhibit their move- 
ment. The principle is more correctly stated as being one of 
charging no more than any type of traffic will bear, and no 
less on any type of traffic than will cover out-of-pocket 
costs, plus some contribution to those costs of transportation 
which do not vary directly with the volume of traffic, while 
maintaining all rates at the lowest levels needed to produce 
the revenues which the railways require if they are to 

furnish the nation with adequate service. 


13. No system of rate-making should, in our submission, be 
adopted which contemplates the principle of transportation | 
subsidies because these tend to encourage the uneconomic use 
of transportation services, Canadian Pacific does not seek 
the repeal of the Maritime Freight Rates Act but it does 
submit that such legislation should not be extended to other 
areas of Canada. That Act tends towards rigidity in the 
freight rate structure. 
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"14. Canadian Pacifie points with satisfaction to the role 

it has filled in the development of this country. It takes 
pride in the fact that it has, together with the other railways 
in Canada, provided an efficient transportation service at a 
ee ee compares favourably with that of any railway company 
nh @ world, 


15. The main line of the Company connecting the existing 
railway system of Canada with the Pacific was completed in 
1885 and concurrently or shortly thereafter lines were 
acquired or built to extend its services to the ports of 
Montreal and the Atlantic Seaboard. From the outset branch 
lines were built to open up the country to settlement. The 
period of extensive branch line construction ended about 1930. 


16, As part of its undertaking Canadian Pacific has provided 
a nationwide communication network, an hotel system, coastal 
steamship services on the Atlantic and Pacific, and ocean 
steamship services. Since 1942 it has provided air transpor- 
tation to many sections of Canada and this year will inaugurate 
-alr service across the Pacific to Australia and New Zealand 

and to China and Japan. 


Ls To develop the country and to attract settlers the Company 
for many years was in the forefront with immigration services 
and irrigation projects. Its present immigration services are 
being actively used in bringing new settlers to Canada in 
conjunction with the Dominion Immigration Department. .The 
Company has made investments in a number of activities which 
have assisted the development of the industrial and natural 
resources of Canada." 


FURTHER SUBMISSIONS 
A concise elaboration of the history of Canadian 
Pacific Railway and of Canadian Pacific Railway Company may 


be found in the Appendix at pp. 14-26, 


OUTLINE SUBMISSION 


"18, The organization of the administrative forces of the 
Company is such that local, regional and national transpor- 
tation needs may be met. The railway of Canadian Pacific 
with its operating regions, districts, divisions and sub- 
divisions is cutlined on the map at page 1 of the Appendix. 
A table of the mileage operated by the Company is at page 2 
of the Appendix. A map showing the traffic density by sub- 
divisions on the railway in 1948 is found at page 3. of -the 
Appendix. 


19. The density map shows the extent to which the Canadian 
Pacific railway consists of low density lines. Costs per unit 
of traffic within certain limits tend to increase as the 
density decreases and the continued operation of many branch 
lines is justified only because they act as feeders to the 
higher density main lines. 
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"20. Notwithstanding the general upward trend of wage and 
material costs, the average revenue received by Canadian 
Pacific for hauling one ton of freight one mile was 1.2¢ in 
1885 and 1.13¢ in 1948, In terms of real purchasing power 
the cost to the shipper today is less than half that of 
1885. These facts are apparent from the chart at page 4 of 
the Appendix, This reduction in rail transportation costs 
was achieved not only as a result of increased traffic 
volume but also as a result of a more efficient use by 
Canadian Pacific of its plant and equipment. The increase 
in efficiency has been possible because heavy capital 
expenditures have been made by the Company. 


2le While the Canadian Pacific railway system is to a very 
great extent the same as originally surveyed and constructed, 
the capacity and efficiency of the plant has been increased 
by improved roadbeds, heavier rail, greater capacity of 
freight cars and locomotives, installation of automatic 
signals and improvements and additions to terminal facilities. 
These improvements have taken place gradually but the develop- 
ment of Canada and the demands for improved service require 
that very substantial capital projects be undertaken by 
Canadian Pacific in the immediate future." 
FURTHER SUBMISSTONS 

Canadian Pacific, in building its railway plant, fol- 
lowed conservative policies in construction and finance, The 
main line of Canadian Pacific as completed in 1885 has not been 
relocated except for short distances where major improvements 
could be made by such relocation, reducing grades, curvatures 
and mileage. As Canada grew, Canadian Pacific not only extended 
its lines to serve new sections of the country, but also made 
extensive improvements to older property to increase capacity 
and improve operating efficiency. As branch lines were added 
to the Company's system, the flow of traffic on the more impor- 
tant lines was increased. Accordingly, terminal facilities were 
enlarged and extended, double track constructed, heavier and 
improved rail and ballast laid, automatic signals installed, 
locomotives and freight cars of greater capacity purchased and 
many other similar improvements were made. The effect of these 
improvements is indicated in the Digest of Canadian Pacific 


Development, Appendix p. 27. In skeleton form the following is 


a record of the growth of the Company over the pa st half centurys 
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LOCOMOTIVES Revenue — 


Year mee ae Meet e Total Tractive Freight Ton 

aberated 2 its _Effort (lbs) Miles (000) 
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Thus, over this fifty-year period while the facilities 
of the railway as measured by miles of road and number of loco-~ 
motives were expanded from 24 to 3 times, tractive effort of 
locomotives increased sevenfold and the frelignt traffic handled 
inereased twelvefold. Reference to the table at p. 5 of the 
Appendix will show how, over the same period, the revenue per 
ton mile in terms of constant purchasing power declined in 1948 
to less than one-half of what it was in 1898. However, it should 
be stressed that revenue in 1948 was inadequate to maintain the 
Company in a sound position, although the additional revenues ' 
required would not substantially change the relationship between 
1898 and the present. 

To finance the additions and betterments which made 
possible these improvements in its ability to handle traffic, 
Canadian Pacific has had to secure large sums of additional 
capital funds. While these funds were obtained in part by the 
sale of equity stock and fixed interest obligations, a consider- 
able amount was reinvestment of net income and funds made avail- 
able through depreciation charges. The Company, from an early 
stage in its development, followed a policy of reinvesting, 


rather than distributing to stockholders, substantial portions 


of its net earnings. 
The fact that Canadian Pacific was able to continue 
| on a sound financial basis when other major railways in Canada 
ee ie insolvent is in no small measure due to the adoption of 


conservative policies in eonstruction and finance. The result 


a 


is that Canadian Pacific has been able to furnish efficient and 
economical transportation service to Canada in peace and in war. 

Throughout the depression, war and post-war periods 
extending over the past twenty years, however, Canadian Pacific 
has been finding it increasingly difficult to continue the 
desirable policies which it had previously followed. During 
the 1930's funds for undertaking any extensive program of 
capital improvements were not available, and in any event traffic 
levels of those years would not have justified them. In the war 
years, the Company enjoyed a relatively satisfactory level of 
net railway earnings, but shortages of labour, materials and 
equipment prevented the possibility of carrying out any improve- 
ment program other than works of most urgent and immediate 
necessity. In the post-war period, Canadian Pacific has been 
caught between the millstones of sharply rising costs and 
revenues held down by rates close to prewar levels. As a result, 
net railway earnings have been insufficient either to provide the 
funds required for reinvestment in the property or to attract the 
necessary amount of new capital to the enterprise. 

While the era of branch line construction which ended 
in the late 1920's is not likely to recur, Canadian Pacific has 
‘a continuing need for funds to enlarge and improve its property 
in keeping with changing eonditions, Terminals and freight 
‘sheds must be redesigned and relocated because of industrial 
growth. Ability to move an increasing volume of traffic more expe- 
ditiously requires extensive signal installations, Track stan= 
‘dards must be improved with heavier rail, and better ballast. 
New and improved types of motive power and equipment have been 


developed and are required to handle increased traffic more 


efficiently. 
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Evidence was given by Mr. N. R. eau and Mr. W. Ao 
Newman in the 20% Freight Rates Case before the Board of Transport 
Commissioners in January and February, 1949, relating to the anti- 
cipated requirements of the Company in the five-year period 1950- 
1954. (See 20% Case, Volume 809, ppo 1290-13853; 1434-1560; 

Volume 812, pp. 2388-2429), 

This evidence outlined a program involving capital 
expenditures for roadway property and equipment averaging some 
$75,000,000 annually. Mr. Crump, at p. 1296 of the transcript in 
the 20% Case, stated that while the capital expenditure projects 
were not to be treated as projects to which the Company was 
definitely committed, they were the minimum of what the Company 
must undertake if it was to provide for the increasing requirements 
of the public service. These expenditures includeds- 


Replacement of Worn Out Facilities. 


As railway property becomes worn out it must be replaced 
in order that service can be maintained. Under normal conditions 
annual depreciation accruals should provide for the replacement in 
kind of worn out depreciable property such as rolling stock, 
bridges, buildings and the like. However, under existing condi- 
tions there has been such a marked change in price level that 
there is a wide gap between the cost of new property and the 
original cost of the old property on which depreciation has been 
acerued, Thus, additional funds are required to bridge this gap 
in order to maintain even a property of unchanged capacityo 

Improvements in Service. 

The quickening tempo of business brought about by 
increased specialization, faster and larger scale production and 
high costs of labour and material has accentuated the desire to 
keep inventory low and turnover high. To meet these changing needs 


of commerce, in the face of growing competition from other forms of 
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transport, Canadian Pacific must be prepared to render the kind 
of service required. To do so it must modernize existing 
facilities and secure new tools, 


Economies in Operation, 


Canadian Pacific is today confronted with labour and 
material costs higher than ever ne oe in its history. In an 
endeavour to offset these higher costs and to avoid their full 
effect being passed on to its customers, Canadian Pacific must 
employ new materials and methods wherever possible. The benefit 
of technological improvements must be obtained, This will entail 
the expenditure of a substantial amount of capital funds. 


Growing National Requirements. 


Apart from consideration of ways and means to handle 
present traffic more expeditiously and economically, the growth 
of Canada has to be taken into account. Currently the population 
of the Dominion is increasing by approximately 300,000 persons 
annually, The long term trend indicates that the normal volume 
of freight traffic handled by Canadian Pacific averages 1,500 
revenue ton miles per person per year. Consequently, Canadian 
Pacific is faced with a potential annual traffic growth of 
"450,000,000 revenue freight ton miles. This will necessitate 


enlargements of the railway plant. This, as Mr. Newman ex= 


plained in his evidence in the 20% Case, does not mean that the 


increase in traffic due to increase in population will neces= 


sarily be imposed upon the present high traffic volume. It 


4 4 net 0 OY x f « fs 
does mean, however, that the normal average volume of traffic 


‘will increase with the population and the railway plant and 


equipment must likewise have increased capacity. Mr. Newman 


explained, pe 1453 of the transeript in the 20% Case, that 


neither equipment nor plant should be geared to the foreseeable 
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maximum volume of traffic, but to the foreseeable or probable 
average volume of traffic, so that in peak years nearly maximum 
utilization could be obtained and in below average years no 
large excess of capacity would be present. 

Canadian Pacific is confronted with the necessity for 
securing substantial amounts of new capital. The railway plant 
and facilities are not static but must grow with Canada and 
keep in step with the times, If the Company cannot attract 
capital for these purposes, it will become sterile to the 
detriment of the nation. Adequate facilities and equipment are 
essential for efficient service and economical operation. If 
these are not provided the inevitable result must be either 
deterioration in service or higher unit costs of operation or 
both. The Company must be assured of a level of rates which 
will afford the Company a fair measure of net earnings each 
year, in order that its credit position may be restored. 

It can then secure the capital funds required and under these 
conditions, is confident of its ability to render to the nation 
in the future, as it has in the past, efficient low cost 
transportation service. 

Mr. L. B. Unwin, Vice-President of Finance of the 
Company, and Mr. Northey Jones, a partner in the firm of Morgan 
Stanley & Company in New York, gave evidence as to the desirable 
way in which the improvement program described by Messrs. Crump 
and Newman should be financed, Mr. Unwin gave evidence at pp. 
2435-6 that the program would require $90,000,000 of financing 
per annum to cover the new program and maturing obligations and 
at pp. 2439-40 he gave his opinion that it was desirable that 
this should be financed to the extent of at least 60% by issues 
of ordinary capital stock. He pointed out at p. 2440 that in 
view of the present condition of the Company it is not possible 


to finance by new stock issues. 
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Mr. Northey Jones, in giving evidence at pp. 2559-61, 
expressed a similar opinion. 

It is of course extremely difficult to estimate what 
economies can be achieved by such a program of capital expendi- 
tures. (See evidence of Mr. Crump, p. 1339 of the transcript 
in the 20% Case). Moreover, as Mr. Newman pointed out at p. 1472 of 
the transcript in that Case, it cannot be expected that economies from 
improvements will be fully effective immediately. Any estimate of 
the amount of savings from a program of improvements of this kind 
must be accepted with the greatest reserve. It must of course assume 
a continuation of the present level of unit costs for labour and 
materials and the present trend of the volume of traffic, For this 
and other reasons it must in its very nature be considered to be at 
best an approximation of anticipated savings. Subject to these 
reservations an estimate has nevertheless been made. 

It must be borne in mind that the entire program 
amounting to about $400,000,000 over a five year period is by no 
evens all likely to produce operating savings. For example, the 
purchase of equipment consisting of freight cars and passenger 
ears to restore worn out work capacity and to meet expanding 
national requirements upon which no operating savings can be seen, 
amounts to slightly more than $195,000,000. By restoration 
of work capacity is meant the purchase of sufficient equipment 
to maintain the capacity of the equipment wearing out from time 
to time and which must be replaced during the period. By expanding 
national requirement is meant the growth in total capacity required 
to meet the increased traffic due to population growth which was 
referred to by Mr. Newman in his evidence in the 20% Case. 

It therefore follows that approximately one-half of the 
total capital required in the five-year program referred to is not 
such as to contribute anything to savings. 

The position with regard to locomotives is however, 


different. The purchase of locomotives although they may be 
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merely for the purpose of restoring work capacity and for meeting 
expanding national requirements will produce savings because 
of new and more efficient types now available. Mr. Newman 
in his evidence at page 1470 in the 20% Case stated his view 
to be that it was unlikely that Canadian Pacific would buy any 
more steam locomotives, because of the more efficient diesel 
locomotives now becoming available. In the result, the program 
for locomotives involves a program of dieselization and because 
of the change tvom the steam locomotive to the diesel locomotive 
an investment of slightly more than $68,000,000 over the next five 
years would probably produce, after completion of the program, 
slightly more than $12,000,000 per annum of gross operating 
savings. 

In the case of road property the position is somewhat 
different. The program involving road property consists of the 
expenditure of approximately $136,000,000 over the next five years. 
Of this some $40,000,000 can be classed as ordinary improvements 
and the balance of approximately $96,000,000 may be classed as 
extraordinary road property improvements consisting of new and 
improved terminals, heavier rail and the like. With regard to 
these, it is difficult to estimate what the savings will be but it 
is known that over a long term they would be substantial. Canadian 
Pacific estimates roughly that the gross savings to be achieved 
from this class of expenditure may be expected to approximate 
something more than $13,000,000 per, year. 

Thus the gross savings from equipment and road property 
involved in the program put forward by Mr. Crump and Mr. Newman 
will, it is estimated, be something more than $25,000,000 per 
year. This amount of gross savings would be realized only in the 
sixth year of the plan, that is, upon completion of five years of 
the program. In earlier years, the savings would be much less, 
not only because the total capital expenditures from which they 
are derived would be less, but also because there would be a 
considerable time lag between the making of expenditures and 


realization of economies from themo 
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However, these savings are offset in several ways by 
additional expenses. 

The additional expenses involve primarily three general 
groupings. First, interest charges on the additional capital 
investment, which for the purpose of the estimate are taken at 
4% on equipment (due to the ability to finance equipment on 
a lower basis than other borrowings) and 5% on road property. The 
total program would involve additional interest charges of 
approximately $11,000,000 per annum. It will be noted from the 
statements appearing in the Appendix at pp. 36-37 that no 
charge has been made to operating expenses for interest and 
depreciation charges in respect of capital expenditures in regard 
to equipment, attributable to restoration of work capacity and 
expanding national requirements. In the case of expanding national 
requirements this is because it has been assumed that increased 
traffic will result, which will take care of the interest and 
depreciation charges. In the case of the restoration of work 
capacity, no interest or depreciation charges have been made to the 
extent of the capital required up to the original cost of the 
property replaced. Interest and depreciation charges, however, have 
been made in respect of capital required to meet cost in excess 
of the original cost. 

However, in regard to road property, since it is 
impossible to distinguish between the capital expenditures 
attributable to the restoration of work capacity and expanding 
national requirements, the charge to operating expenses for interest 
and depreciation is included for the total amount of the capital 
expenditures and these are to some extent offset by savings which 
hed not been calculated in regard to the same expenditures for 
equipment. 

Second, additional charges to expenses resuit from the 


fact that with an increased inventory of depreciable property, the 
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depreciation accruals would have to be increased. These additional 
charges for both road property and equipment would, it is 
estimated, amount to approximately $3,000,000 per annum at the end 
of the five-year period. For the purpose of the estimate, the 
increase in depreciation accruals was calculated on an amortization 
basis using the same rates of interest as were used in calculating 
the increase in the interest charges. 

After deducting increases in expenses due to interest 
and amortization charges from the gross operating savings, the 
annual net savings after completion of the program would be 
something more than $11,000,000. | 


Third, the carrying out of the program would involve, 


fl 


nm addition to the capital expenditures, charges to operating 
expenses amounting to about $10,000,000 annually to cover the cost 
of replacement of non-depreciable property (mostly rail and ballast) 
and incidental charges. 

Since rail and other track material are classed as non= 
depreciable road property and are maintained currently by charges 
to operating expenses on a renewal accounting basis, the replace- 
ment of these materials in kind would involve a charge to expenses 


and it is only the increased cost due to the increased weight of 


rail or improved materials which would be treated as a capital 


fede 


expenditure. It is estimated that this third category of costs 
chargeable to operating expenses in connection with the capital 
expenditure program, would amount to about $10,000,000 per annum 
throughout the five-year period. 

In the result, therefore, the gross operating savings 
less interest and amortization on the capital expenditures would 
be insufficient during the first five years to cover additional 
charges to operating expenses. 


In the sixth year and thereafter, however, the operating 


uv 


savings attributable to the first five-year program after deduction 
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eer ees and additional depreciation accruals, would be in 


excess of $11,000,000 per annun, 
Glee. 1 1¥e- 


This is because on completion 
year program the charges to expenses for replacement 
in kind of non-depreciable road property items would have come to 
an end. It must be borne in mind that after the end of the five- 
year period the probability is that a continuing cycle of 
improvements will be necessary. These in turn, during their 
installation, will involve increased maintenance expenses which 
will, like the first cycle, gradually be offset by the savings 
they will achieve. 


It is impossible to say whether a continuation of such a 
program into a second cycle of five years would produce similar 
results but it may be assumed that at least some savings could be 
achieved in the same way. 

In the Appendix at pp. 28-37 will be found a 
memorandum indicating the nature of the program, together with 
two statements showing the nature and some detail of the program, 
the gross capital expenditure involved, the gross savings, the 
interest and amortization charges, together with the net savings 
per year after the year 1955. The first of these statements shows 
the information for equipment and the second statement shows the 


information in respect of road property and equipment combined. 


OUTLINE SUBMISSION 


"22, The charts numbered 8 and 10 indicate that the gross _ 
earnings of Canadian Pacific are taking a decreasing proportion 
of the national income and that the ratio of net to gross 
earnings has been diminished drastically. 


236 If Canadian Pacific is to continue to give low-cost, 
efficient transportation, a reasonable ratio between net and 
gross earnings must be provided. 


° rity throughout Canada results in increased volume 
eS Biers for pinadian Pacific. Anything which impairs or 
retards the national economy adversely affects Canadian 
Pacific interests. This is particularly true in respect 
of Western Canada where the Company has two-thirds of rer 
its railway mileage. Therefore, there can be no oo ia 
conflict between the Canadian Pacific and the nationa rae 
interest in relation to Western Canada or any other part o 


Canada. 
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"25. Canadian Pacific submits basic economics supports the 
proposition that the cost of rail transportation, including 
the wages of capital as well as labour, should be borne by the 
traffic which moves over the railway. 
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26. Canadian Pacific will submit at an appropriate stage 

of the hearings that the scope of your Commission under 
Order-in-Council P.C. 6033 is limited by its terms to 
proposals for new or amending legislation, It will 

further submit that the scope of your Commission excludes the 
matters referred to. the Board of Transport Commissioners by 
Orders-in-Council P.C. 1487 of April 7th, 1948, and P.C. 4678 
of October 12th, 1948, Canadian Pacific points out that the 
two Orders-in-Council referred to, directed the Board to make 
the inquiries therein mentioned and that such inquiries 
constitute inquiries regulated by special law within the meaning 
of Section 3 of the Inquiries Act. At the same time Canadian 
Pacific respectfully points out that it is no part of the 
scope of your Commission to sit in appeal upon decisions of 
the Board. In any event, Canadian Pacific will submit that 
in order to avoid duplication of effort and unnecessary 
expense, your Commission ought not to embark upon the inquiry 
with regard to the matters so referred to the Board until 
such time as the Beard has dealt with such matters pursuant 
to the directions contained in such Orders-in-Council. 
Canadian Pacific wishes to make it clear that in making such 
submissions to your Commission, it does so with the greatest 
respect and with an earnest desire to avoid obstructing or 
impeding your Commission's inquiry. More particularly, 
Canadian Pacific has no desire that the time of your Commission 
shall be taken up with arguments on legal questions. 
Canadian Pacific submits that the avoidance of duplication 
as between the Board and your Commission will not prejudice 
either the rights of the persons and governments whose 
representations brought them about or prejudice the power of 
your Commission to deal with such matters after the inquiries 
by the Board have been completed. " 


FURTHER SUBMISSIONS 

In the light of the submissions mde to your Commission, 
the question as to the scope of the inquiry which your Commission 
has undertaken warrants an early discussion and, if possible, an 
early decision so that the parties may not be in doubt as to 
issues to which they should direct their evidence. 

The question as to the scope of your inquiry involves 
consideration of four propositions. 

First - it would be beyond the power of the Governor-in- 

Council under the Inquiries Act to assign to your Commission for 


inquiry any subjects already assigned to the Board of Transport 
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Commissioners for inquiry under Orders-in-Council P.C. 1487 

and P.Co 4678, 

Second - it would be beyond the power of the Governor=in= 
Council under the Inquiries Act to require your Commission to 
sit in appeal from the decisions of the Board of Transport 
Commissicners rendered under the authority conferred upon that 
Board by Parliament under the Railway Act. 

Third = P.C. 6033, on its true construction, does not assign 
to your Commission for inquiry matters that have already 

been assigned to the Board of Transport Commissioners for 
inquiry. If there is any doubt about the interpretation of 

PoC. 6033 it should unquestionably be given an interpretation 
that would give it validity. 

Fourth = it would be unsound to contend that in order to 
determine whether any amendments to existing legislation are 
required, your Commission must duplicate the investigations assigned 
to the Board of Transport Commissioners. 


As to the first proposition. 


Your Commission was appointed to conduct an inquiry 
pursuant to an Order-in-Council issued under the authority of 
the Inquiries Act, R.S.C. 1927, Chapter 99. The power of the 
Governor-in-Council to appoint persons as commissioners under 
Section 3 of that Act is plainly limited. It can only be 
exercised "In case such inquiry is not regulated by any special 


law". 


It, therefore, becomes important at the outset to 


determine whether your Commission is being invited to extend 


your inquiry into matters that are already regulated by some 


special law. | 
If the inguiry into such matters is not regulated by 


special law, then it is clear that the Governor-in-Council 
j 


has power to appoint your Commission to inquire into them. If, 


however, the inquiry into such matters is regulated by any special 


law, it is equally clear hat it would be beyond the power of 
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the Governor-in-Council to rete! such matters to you for inquiry. 
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It is apparent from many of the submissions that have 
already been put to your Commission that you are being invited 
to conduct an inquiry that is already regulated by a special 
law. That special law comprises the Railway Act, together with 
Orders-in-Council P.C. 1487 and 4678. These Orders-in-Council 
are prior in date-to that under which the present inquiry is 
being conducted, 

During the course of the Board's hearings in the 21% 
Case, the Board heard many complaints as to alleged anomalies 
in the freight rates structure, including the alleged disparity 
in rates between Eastern and Western Canada, and that 
horizontal percentage increases would disturb so-called competi- 
tive rate relationships. Counsel for the railways took the 
position that such complaints ought not to be dealt with ina 
revenue case and that the railways would welcome a general 
freight rates investigation by the Board after the conclusion 
of that case. 

Accordingly, after the decision in the 21% Case was 
rendered on 30th March, 1948, the Governor-in-Council by 
P.C. 1487, dated 7th April, 1948, directed the Board of Transport 
Commissioners for Canada to undertake a general freight rates 
investigation. 

The Order-in-Council recited that "many changes 
have taken place in the economy of Canada and it is therefore 
advisable that the Board of Transport Commissioners for Canada 
be directed to make a thorough investigation of the rates 
structure of railways and railway companies which are under the 
jurisdiction of Parliament, with a view to the establishment of a 
fair and reasonable rates structure which will, under substantially 
similar circumstances and conditions, be equal in its application 
to all persons and localities so as to permit the freest 


possible interchange of commodities between the various provinces 


= 15 < 
and territories of Canada and the extension of Canadian trade 
both foreign and domestic, having due regard to the needs of 
agriculture and other basic (Aduatesen™ 

The only limitation imposed upon the investigation 
to be made by the Board was that it was to be "subject to such 
special statutory provisions as affect freight ree There 
can be no doubt that the special statutory provisions referred 
to Were those relating to the rates on grain and flour in 
Western Canada and to the rates governed by the Maritime Freight 
Rates Act. 

The result was that when the members of the present 
Commission were appointed, an inquiry described as "a general 
freight rates investigation" had been under way for some eight 
months. This was clearly an inquiry regulated by special law 
within the meaning of Section 3 of the Inquiries Act and thus 
the Governor-in-Council was without power to appoint a com- 
mission to inquire into the same subjects. 

Following representations made to the Governor-= 
in-Council by the Governments of seven provinces, an appeal 
from the decision of the Board in the 21% Case was set down 
for hearing and was argued before the Governor-in-Council in 
September 1948, 

The appeal resulted in the issue of Order=-in-= 
Council P.C., 4678 on 12th October, 1948, which referred to the 
petition of the seven provinces and recited ten grounds of 
complaint against the judgment of the Board. 

The Order-in-Council concluded with a direction 
to the Board "to consider in the light of such changes in 
conditions of operations as have or will have taken place, 
the complaints set forth in the petition concurrently with 
the pending application for a further increase in freight 


rates", It is apparent from reading the submissions made 


by several of the provinces to your Commission, that an 


attempt is being made to have your Commission inquire 


ie OD ce 
into and report upon subjects referred to the Board under that 
Order-in-Council, 

This also was an inquiry regulated by special law 
within the meaning of Section 3 of the Inquiries Act and thus 
the Governor-in=-Council was without power to appoint a 
commission to inquire into the same subjects. 

The Railway Act, as your Commission knows, confers 
very broad powers upon the Board of Transport Commissioners to 
deal with railway freight rates and the Board is also, under 
several other statutes, empowered to deal with other transporta-~ 
tion subjects. 

Section 36 of the Railway Act provides that "the 
Board may of its own motion or shall upon the request of the 
Minister, inquire into, hear and determine any matter or 
thing which, under this Act, it may inquire into, hear and 
determine upon application or complaint .. "3; that is to say; 
that where an interested person, shipper or industry feels 
aggrieved in regard to any matter such as entitles him to 
make a complaint under the Railway Act, the Board may, 
notwithstanding that no complaint is filed, proceed on its 
own motion to inquire into the matter and must do so upon 
the request of the Minister of Transport, 

By Section 38 "the Governor in Council may at any 
time refer to the Board for a report, or other action, any 
question, matter or thing arising, or required to be done, 
under this Act, or the Special Act, or any other Act of the 
Parliament of Canada . o o" 

Section 38 would seem to embrace by its terms a means 
by which the Board of Transport Commissioners could be asked to 
report upon anything relating to the subject of railway 
transportation whether that subject could have been investigated 
upon a complaint made by an interested party or not. By that 


is meant that if the matter is one in the ordinary course 
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which could be dealt with on complaint, the Minister could 
direct the Board under Section 36 to hold the necessary inquiry, 
but if the matter were one which could not be the basis of 
a complaint, the Governor-in-Council could, under Section 38, on 
the Board to report, 

‘Although neither of the two Orders-in-Council referred 
to indicates specifically that they are issued in pursuance of 
Section 38 of the Railway Act, it must be assumed that they are 
in fact so issued, because that section is the only section by 
which the Governor-in-Council is authorized to direct such 
inquiries to be made by the Board. 

In the result, therefore, the submission of Canadian 
Pacific is that by Order-in-Council P.C. 1487 such matters as3 
the investigation of the disparity between the rates in 
Eastern and Western Canada; questions as to how equalization 
can and should be accomplished; questions involving the freight 
classification and the minutiae of rates and rate scales are 
plainly within the ambit of the general freight rates 
investigation which the Board was directed to undertake. 

With regard to Order-in-Council P.C. 4678, it is the 
submission of Canadian Pacific that there has been likewise 
excluded from the scope of your Commission's inquiry, matters 
involving the investigation of the question as to whether the 
maintenance charges, including charges for depreciation, are 
excessive for rate making purposes. 

It follows also, that complaints as to the propriety 
of a iach cernectne percentage increase fall to be dealt with either 
under P.C. 1487 or under P.C. 4678, or both. 


Item (j) of the complaints recited in Order-in-Council 


P.C. 4678, is as followss- 
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"(j) The Board erred in authorizing a horizontal, or flat 
percentage, increase of 21% in all freight rates, dis- 
regarding and accentuating existing disparities in the 


freight rate structure, and the Board further erred by 


failing to limit the authorized increase to flat maxima 
amounts." 


Your Commission will further note that in the second 
paragraph following the recital of the complaints in this Order- 
in-Council the following paragraph appears:- 

"The Committee observe that one of the representations 

made by the petitioning governments is that a horizontal 
or flat percentage increase of 21% in all freight rates 
disregards and accentuates existing disparities in the 
freight rate structure, and that this had already been 

the subject of a direction to the Board, as set out in 
Order in Council P.C. 1487 of April 7, 1948, in which the 
Board was directed to make a thorough investigation of the 
rates structure of railways and railway companies which 
are under’the jurisdiction of Parliament with a view to 
the establishment of a fair and reasonable rates structure 
which will, under substantially similar circumstances and 
conditions, be equal in its application to all persons 

and localities, subject to such special statutory 
provisions as affect freight rates. "™ 

It is, therefore, clear that the Governor=in-Council had 
no doubt that the question as to the propriety of horizontal or 
fiat percentage increases was included in the reference under 
P.C. 1487. In any event it is plainly the subject of inquiry by 
the Board to be determined under one or the other of the two 


Orders-in-Ccuncil. 


&s to the second proposition. 

It would scarcely seem to require argument that the 
Governor-in-Council could not establish any tribunal with powers 
to sit in appeal upon judgments of the Board of Transport | 
Commissioners. Only Parliament could establish such an appeal, 
as in fact it has done under the Railway Act, that is to say, 
under subsection (1) of Section 52 to the Governor-in-Council 
and subsections (2) and (3) of Section 52 to the Supreme Court 
of Canada. 

Canadian Pacific submits that many of the briefs 
presented to your Commission during the regional hearings involved 


complaints in the nature of appeals from the Board. By way of 
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example, reference is made to the complaint of the Alberta 
Associated Chambers of Commerce and Agriculture presented at 
Edmonton (p. 2201 of the transeript) and the complaint of 
British Columbia Feed Manufacturers Association presented at 
Vancouver (po 3057 of the transcript) against the alleged 
disparity between the rates on feed grain and grain for domestic 
consumption in British Columbia and the rates on grain for 
export through British Columbia ports. As your Commission may 
BROW; this matter has been the subject of complaint to and 


decision by the Board of Transport Commissioners on other 


eceasions. See for example the judgment of the Board in Fraser 


Pacific and Canadian National, 43 C.R.C. 97, in which the Board 


dealt with and dismissed identical complaints. 
The Commission will find many other examples of this 
in the transcript. 


As to the third proposition. 


Order-in-Council P.C. 6033 on its true construction 
does not assign to your Commission for inquiry, matters that have 
already been assigned to the Board of Transport Commissioners 
under the earlier Orders-in-Council. 

Order-in-Council P.C. 6033, after reciting representations 
made to the Government, states the conclusion to be that it 
would be in the public interest that an inquiry be made "into the 
matters involved in order that all questions of economic policy 
within the jurisdiction of Parliament arising out of the operation 
and maintenance of national transportation may be examined and 
reported upon". 

It will be noted that the inquiry is in order that 
matters of economic policy be reported upon. These are the 


governing words of the Order-in-Council and no interpretation 


of the subsequent specific references in Paragraph 2 can be made 


without giving full weight to them. 


, 
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The specific assignments under Paragraph 2 are introduced 
by words which are designed to preserve the broadness of the 
generality and while, therefore, such specific assignments are 
not to be interpreted as restricting the generality of the broad 
terms of reference, they cannot enlarge the general terms of 
reference. It is, therefore, clear that the Commission is to 
concern itself with broad questions of economic policy within the 
jurisdiction of Parliament and that unless submissions under the 
specific heads of Paragraph 2 are directed to these broad questions 
of economic policy, it must be concluded, in the submission of 
Canadian Pacific, that the authority of your Commission does not 
extend to them. For exampie, it is quite easy to relate economic, 
geographic and other disadvantages in various sections of Canada 
to questions of broad economic policy within the jurisdiction of 
Parliament. | 

On the other hand, under clause (b) of Paragraph 2 a 
review of the Railway Act with respect to such matters as guidance 
te the Board in general freight rates revision does not contemplate 
your Commission entertaining detailed complaints as to specific 
rates or the consideration of detailed allegations of specific 
discrimination between regions and industries, This would leave 
open to your Commission such broad questions as to whether a given 
region should have the advantage of subsidies and whether the 
subsidy should take the form of legislation such as the Maritime 
Freight Rates Act but it would not, in the submission of Canadian 
Pacific, open up discussions of individual rates such as are clearly 
within the jurisdiction of the Board of Transport Commissioners and 
such as are from day to day being dealt with by that Board. The 
consideration, therefore, of the specific heads under Paragraph 2 
suggests, when considered in conjunction with the general terms 


of reference, that broad questions and not the minutiae of rates 


are to be considered. 
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As a further example, consideration might be given 
under clause (d) of Paragraph 2 to broad questions as to whether, 
as a matter of economic policy in the Dominion, legislation should be 
adopted dealing with uniform accounts and the related problems 
of depreciation accounting, the segregation of assets and the like. 
This would not, however, in the submission of Canadian Pacific, 
involve determination of the detail of accounts or, for example, of 
questions as to whether the rate of depreciation in effect on a 
given railway is too high or too low, 

Paragraph 5 of the Order-in-Council is also important. 
By that paragraph the scope of the Commission is expressly said not 
to extend to the performance of functions which under the Railway 
Act are within the exclusive jurisdiction of the Board of Transport 
Commissioners. Quite clearly any matter speevateciie entrusted 
to the Board under the Railway Act and any matter with which the 
Board has power to deal under that Act are functions of the Board 
of Transport Commissioners and they are no less those functions 
whether or not parties appearing before your Commission agree ite 
the decisions of the Board arrived at in the performance of those 
functions. 

It seems also obvious that the word “exclusive” is 
satisfied if it can be shown that a function has been committed 
to the Board under the Act, because the assignment to the Board of 
a specific function would seem necessarily to imply that the Board 
alone is to exercise that function. It follows, therefore, that 
any power now given to the Board is a function of that Board and 
is therefore outside the scope of your inquiry. 

The distinction is clear. If the question arises as 
to whether the Board's powers under existing legislation are too 


wide or too narrow as a matter of economic policy, then that would 


clearly be within the scope of your Commission. On the other hand, 


+ : 5° wa et : sati or manner 
the Board's action or failure to act ina sa isfactory e 


under an existing power is outside the scope. 
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Canadian Pacific concedes that if, for example, a line 


of decisions indicate that the Board has consistently exercised 


a discretion in one direction which your Commission, after hearing 


“Fepresentations, may feel requires a removal or modification of 


- the discretion as a matter of economic policy, then that would be 


: “within the scope of your Commission, An example of this might be 


ii: 


i “put on short haul-discrimination, As your Commission will recall, the 


S 
4 
"Pound, in the question raised by Alberta as to the limitation to be 
Railway Act, by Section 314(5) provides:- 
n, +. 
. 
"That the Board shall not approve or allow any toll ; 
which for the like description of goods, or for 
Pin, passengers carried under substantially similar 
circumstances and conditions in the same direction : 
over the same line or route is greater for a shorter 
than for a longer distance, within which such shorter 


distance is included, unless the Board is satisfied : 
that, owing to competition, it is expedient to allow : 
such toll." 


Under that subsection, even though there be competition, the Board 
has the discretion, as indicated by the use of the word "expedient", 
to allow or disallow the toll complained of. The fact that it has 
consistently refused to disallow the toll in the cases where the 
competition justifies it at the more distinct point, might involve 
your Commission giving consideration to the question as to whether 
this discretion should any longer be given to the Board. On the 
other hand, questions as to the propriety of the Board's decisions 
‘in the day to day matters arising under the Railway Act, whether 
‘based on findings of fact or interpretations of the tariffs or of 
the Railway Act, are obviously questions that involve appeal or 


dada of the Board's decisions in individual cases and are 


exc luded from the scope of your Commission by the terms of Paragraph r 


5 of P.C. 6033. ; 


There is a further distinction to be made. There are 


tu nctions assigned to the Board specifically under the Railway Act. » 


ese deal with the day to day regulation of the railway operations 


Py 


snd railway rates, the filing of tariffs and the like. There is, on 


ae 


the other hand, a second function to be found under Section 38 of 


the Railway Act to which earlier reference has been made. This 


latter function, unlike the other functions of the Board, is not 


to be performed by the Board on its own motion or on complaint, 
but only upon the matter being referred to the Board by the 
Governor-in-Council under that section. 

} It follows that by the terms of Order-in-Council P.C. 

6033 those matters which are the day to day function of the Board 


under the Railway Act are excluded from the scope of your inquiry 


EEE 


and in addition, any function of the Board pursuant to a reference 
by the Governor-in-Council under Section 38 are likewise excluded 
from the scope of your inquiry. These exclusions do not depend 
upon any questions under the Inquiries Act such as have previously 
been referred to, but depend upon the true interpretation of the 
Order-in-Council itself as limited by Paragraph 5 of that Order-~in- 
Council 

Coming back to the second branch of this proposition, 
if perchance any doubt should exist as to the interpretation 
of P.C. 6033, your Commission would undoubtedly apply the 
elementary rule that an interpretation should be adopted that 


will give the Order-in-Council validity. In other words, your 


“Commission would not ascribe to Order=-in-Council P.C. 6033 any 


‘ 
interpretation which could result ina duplication of the inquiries 


being conducted by the Board under Orders-in-Council P.C. 1487 
and P.C. 4678 because such an interpretation would render P.C. 


6033 invalid to that extent. 


As to the fourth proposition. 
: There is no doubt that many of the parties making 


representations to your Commission have as their principal object 


an attempt to obtain from your Commission a recommendation to 


SPariiement on matters which they have argued in recent rate cases 


A 
A 
= are free to argue before the Board in the general freight rates 


investigation. This intention is shown, in the submission of 


‘ 


: 
a 
; 
f 


7 
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Canadian Pacific, by the failure of the seven provincial 
Governments to make submissions to the Board in the general 
freight rates investigation now under way and by the fact that 


, * 
_ the representations made to your Commission, to a very large 


extent, are the same as representations that have been made to 

the Board in the 21% Case and in the 20% case. 

It is plain that Parliament by Section 3 of the Inquiries 
met and the Governor-in-Council on the true interpretation of 
P.C. 6033, intended to avoid a duplication of inquiries into the 


. 
"same matters at the same time. 
P 


On the other hand, it will no doubt be contended that 
“when your Commission is considering the necessity for amending 
legislation, it must necessarily make investigations which the 
Board might also be making in the inquiries conducted by it, but 
that these investigations are necessarily incidental to the power 
of your Commission to consider the need for amending legislation. 
For example, the Province of Manitoba in its submission 
proposes that there should be laid down in the Railway Act a 
provision by which the Board is empowered to fix the proper 
standard of maintenance to be performed by the Canadian railways. 
That Province has indicated that it will contend that this 
“necessarily involves an investigation by your Commission to 
determine whether or not the present standards of maintenance, or 
perhaps the present charges for maintenance by Canadian Pacific, 
are excessive for rate making purposes. It is the submission of 
Canadian Pacific that your Commission can consider in the 
abstract whether it is feasible or desirable that the Board's 
"powers in this connection be enlarged, but it surely cannot 
Bove been the intention to ask your Commission to investigate 
Beato questions as to whether the charges to expenses for 
Mvcenance, or depreci 


ay, 
Trate making purposes. That is a pure question of fa 
ai 


n and upon which there will 


ation in a given year are excessive for 


ct upon which 


here already has been adjudicatio 


ae 


probably be an adjudication by the Board on each application for 


eee oee 2s +2 Faves. Such questions as-to whether maintenance 


expenditures or depreciation charges are excessive will arise 


whether or not as a matter of principle, your Commission should 


recommend that the Board be Specifically empowered in the statute 


to determine the standards of maintenance or the system of 


depreciation accounting to be followed, 


In the light of the foregoing propositions, it would 


now seem appropriate to indicate the matters that, in the 


regard to the making of competitive rates 


submission of Canadian Pacific, are within the scope of the inquiry 
by your Commission. 

Under Paragraph 2(a) your Commission could review and 
report upon economic, geographic and other disadvantages under 
which any section of Canada finds itself in relation to 
transportation services, and could recommend, if deemed advisable, 
that subsidies be granted to offset these disadvantages, whether 
such subsidies took the form of direct subsidies to industry or 
transportation subsidies such as are involved in the Maritime 
Freight Rates Act. Similarly, your Commission could recommend, if 
deemed advisable, that Parliament should undertake the construction 
of transportation facilities of any kind in areas which either are 
not now served or are in your opinion inadequately served. 

Under Paragraph 2(b) your Commission could recommend, 
if deemed advisable, legislation laying down principles to guide 
the Board in general freight rates revision, competitive rates, 
international rates and the like. For example, your Commission 
could recommend, if deemed advisable, that the Act be amended so 
that the Board, in considering rate making in Canada, should 


establish rates in which the cost of service, now merely one 


factor in rate making, should be applied exclusively i lait 


the value of service principle should be discarded. It could also 


recommend. if deemed advisable, changes in the Railway Act with 


and the method by which 


(— } 


me Che 


the Board might determine whether any of these rates are or are iY, 


not compensatory. Your Commission might also suggest to Parliament, 


if deemed advisable, the extent to which amendments to the Railway 


Act might be undertaken with a view to extending the Board's 
jurisdiction over international rates. 

With regard to Paragraph 2(c), no question of the scope 
of your Commission's inquiry would seem to arise. 

Under Paragraph 2(d), your Commission might quite properly 
review accounting methods, as distinct from the deeavie of the 
accounts, and the statistical procedure, as distinct from the 
details of statistics, to the extent necessary to enable you to 
report upon the advisability of adopting (or otherwise) measures 
conducive to uniformity in such matters. In that connection, 
your Commission could alse consider the principle of depreciation 
accounting, as distinct from an examination of the question as to 
whether rates of depreciation in themselves were excessive or 
inadequate. As to the segregation of assets, revenue and other 
income as between railway and non-railway items, your Commission 


could, if deemed advisable, make suggestions as to the principle 


upon which the accounts should be kept for the purpose of any such 


segregation and could recommend, if deemed advisable, that. 


legislation be adopted to this end. 


o 


As to Paragraph 2(e), no question as to the scope of 
your Commission's powers would seem to arises 

As to Paragraph 2(f£), your Commission could, if deemed 
advisable, recommend changes in railway legislation, so far as 


the necessity for such changes is apparent from the decisions of 


° 


the Board in the past or from the Board's findings in the 


inquiries being conducted by them under Orders=-in-Council P.C. 


1487 and P.C. 4678. Your Commission might properly recommend the 


repeal of subsection (1) of Section 52 of the Railway Act, as 


this clearly has not been referred to any other tribunal for 


report. Similarly, your Commission could, if deemed advisable, 
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properly recommend the repeal of the proviso in subsection (5) of 


Section 325, and also the repeal of subsection (6) of that 


Section, since the matter of the Crow's Nest Pass eiaite-et eee 


specifically excluded from the reference to the Board under P.C. 


1487. 


Moreover, your Commission could, if deemed advisable, 
recommend amendments to subsection (4) of Section 314 depending 
upon the view you may take as to the submissions: of the Province 
of Alberta in connection with the alleged long and short haul 
discrimination. Moreover, your Commission could recommend, if 
deemed advisable, an amendment to Section 351 of the Railway Act 
so that the Board of Transport Commissioners would have the onan 
to determine the rates to be paid by His Majesty for the carriage 
of mail and His Majesty's naval and military forces and their stores. 

The Commission's authority under Section 4 of the 
Order-in-Council does not raise any question, since the general 
powers there authorized are limited by the interpretation to be 
placed upon the other sections of the Order-in-Council. 

It will thus be seen that your Commission can exercise 
exclusive and important functions under each of the several headings, 
whether under the general terms of reference or under the specific 
clauses of Section 2, without transgressing upon or duplicating 
the functions of the Board of Transport Commissioners, under the 
Railway Act or under Orders-in-Council P.C. 1487 and P.C. L678 o 

It follows, therefore, that such an interpretation is 
entirely consistent with ths siosheten taken by Canadian Pacific as 
to the limiting effect upon the scope of your Commission resulting 
from the language of the Inquiries Act and of Orders-in-Council 


P.C. 1487 and P.C. 4678 and your Commission can also exercise its 


functions without involving any duplication of effort and the 


incurring of any added expense. 


i I ie\ diar cific that 
It is, therefore, the view of Canadian Pa 


having regard to the foregoing submissions, many of the submissions 
& 


i i i he bri during the hearings are 
put to your Commission in the briefs and 2 > 
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plainly matters with which your Commission ought not to deal. The 
scope of your Commission nevertheless is such as to impos abad you 
a mountainous task. No injustice would be done by giving effect 

to the argument made in this submission, since everyone who thinks 

he has a grievance will have available to him a tribunal where that 


grievance can be fully adjudicated upon. 


OUTLINE SUBMISSION 


"27. ‘(The Order-in-Council constituting your Commission, 
“without restricting the generality of your terms of 
reference, did specify six subjects to be reviewed and 
reported upon. Without prejudice to the position taken 
in paragraph 26 these are now dealt with in the order in 
“which they are set forth in Clause 2 of P.C. 6033. 


Clause 2(a) of the Order-in-Council provides:- 


'2(a) Review and report upon the effect, if any, of 
economic, geographic and other disadvantages under 
which certain-sections of Canada find themselves in 
relation to the various transportation services 
therein, and recommend what measures should be 
initiated in order that the national transportation 
policy may best serve the general economic well- 
being of all Canada.! 


28. The disadvantages that certain sections of Canada 

believe themselves to be under in relation to transportation 
services appear to be based largely upon the view that 
seographical disadvantages must be compensated for at the 
expense of those portions of Canada which possess geographical 
‘advantages or at all events at the expense of Canada as a whole. 


29. The existence of economic activity in these sections, 
however, is proof that they enjoy certain economic advantages 
‘over other areas. These advantages derive from cheap land, 
Climate, fertility of soil, existence of minerals and various 
natural products and resources. 


BO, Transportation is essential to the economic realization 
of these advantages. Railways, by providing this transportation, 
have enabled these natural advantages to be developed on a 

ale which otherwise could not have been possible. Thus, 

e railways have mitigated, while they cannot eliminate, the 
Beographic disadvantage of distance from markets." 


FURTHER SUBMISSIONS 
The situation of any area of Canada with respect to trans- 


* 1 > ° . 
tation is but a single factor in the general economic situation 
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of the area. Other factors must be considered, such as climate, 


soil, mineral and forest resources, in order that any comparison 
of relative economic advantages and disadvantages between various 
areas of the country may be made. 


Bhic The important fact is not whether an area has some handicap 
in the economic sense, but whether, balancing advantages against 
sadvantages, the community is able to participate fully in the 
economic life of the nation. It is true, for example, that 

Montreal and Vancouver have an advantage over Winnipeg, Regina, 

d Edmonton, in respect of access to water transportation, permitting 
traific with other countries, but Winnipeg, Regina and Edmonton 

icy strategic positions in the economy of a vast area of fertile 
a, exposed to certain special climatic risks, but still capable, 
“experience has demonstrated, of producing an enormous volume of 
basic foodstuffs -- not to speak of the mineral and other natural 
sources which are available in the Prairie Provinces. 

There are some Northern mining areas in Canada -which 

suffer under severe climatic and transportation handicaps, but are 
Still outstanding in their economic opportunity, owing to rich 
deposits of raw materials. There are some areas of the 

Precambrian Shield which are definitely lacking in opportunities 

for agriculture, in merchantable timber -- and so far as is now 

cown ~- in mineral deposits but which have experienced important 


! 


economic development, as a result of their accessibility as areas 


recreation. 
t 


ie: It has not yet been suggested that compensation is due to 
ny part of Canada because of the poverty of its soil as compared 
ith that of any other part, because of its lack of merchantable 
imber as compared with some favoured areas, or because of its 


imate, yet each of these factors may be as important to the 


velopment of any area as is its eeographic location and resulting 
ynsportation situation. 


a3 It is not possible to place all areas of Canada in the 


ne position with regard to transportation advantages or 
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jisadvantages. It is certain that, if an attempt were made to 


reach this objective, then the distribution of population and the 


levelopment of activity which produces the highest net national 


income under existing techniques would no longer be suitable to 


’ 
- 


od w ‘ - 2 © 7 
the new Situation, and there would have to be a process of 
Acceptance of the principle of complete removal of trans- 


portation disadvantages would involve some method of making trans- 


ortation a free service. While this suggestion would not, of 


course, be seriously put to your Commission, practically every 

criticism offered as to the existing situation of transportation 

ais been accompanied by a demand for a move in this direction. It 

is submitted that it would be wise to consider the extreme case, . 
as indicating the economic consequences of an attempt to reduce 


oy 


transportation disadvantages, where they are alleged to exist. 


Z With all transportation free to the users, it would be 

q ite reasonable to foresee a condition in which a steel mill could 
be located in the Toronto area, using Nova Scotia or Alberta coal, 
and bringing iron ore from Newfoundland, Labrador or Vancouver 
Island. The established industrial area of central Canada would 

be at no disadvantage as compared with the industrial community 

of British Columbia, in using the specially valuable timber 
resources of that Province. 

| If there were to be no charge for transportation, then 


there would be no reason why the cost of transportation should be 


a factor in any economic decision. Factories would be located 


Suld be more pleasant for those employed in the factories, or as 


‘result of any whim on the part of those who have the decision as 


Reeation. There would be no reason for the present tendency to 
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w DE. 
reduce total cost of manufacture by processing weight-losing 
materials close to the point of production, because none of the cost 
of moving these materials would be charged against the users of. 
them. (1) 

Canadian Pacific admits that this is an extreme form of 


the demand for the artificial reduction of transportation charges, 


but it must be quite evident that every movement in this direction 
tends to produce such conditions. 

The effect of such a transportation policy would 
inevitably be to increase the use of transportation services -- 
assuming there were a willingness to meet the demand for increased 
services and the ability to make the necessary capital investments 
in plant. Such a policy, therefore, must inevitably result in a 
diversion into the. provision of transportation of a far greater 
proportion of the total effort of the Canadian people than is the 
case under the present system of endeavouring to relate trans- 
portation charges to transportation costs, as far as this can be 
done intelligently. Exactly to the extent to which unnecessary 
use of transportation services were stimulated in this way, there 
would be less productivity available in this country to be devoted 
to providing the nation with useful and desirable goods. 

There are now economic activities in all the presently 
settled areas of Canada. Settlement appears to have spread almost 
completely over readily available agricultural land, and to have 
been established wherever an important block of forest resources 
or mineral deposits have justified the establishment of communities. 
There is not, and has not been in Canadian history, any marked 
ttlement which has been once established -- unless 


withdrawal from se 


possibly in the case of certain of the less favoured agricultural 


reas. These cases of withdrawal appear to have occurred, not in 


iki i j tation 

1) ef. D- Philip Locklin, Economics of Transpor 

a (Chicago: Richard D. Irwin, Ince, 1947), Chapter hene 
See also Carl J. Friedrich, Alfred Weber's Theory on 

the Location of Industries (Chicago: University of 


hicago, Press, 19¢9}> 
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the newest areas of the country, 


but in older areas, and not as 


= | 
any result of transportation disadvantages, but as a consequence 


of agricultural activity on marginal soils. (1) 


OUTLINE SUBMISSION 


"31. #$|(Canadian Pacific submits that national transportation 
policy should aim at the maintenance of facilities adequate 
serve at all times a freely growing national economy. 

al transportation costs should be as small a part as possible 
_ total national income and should make no unnecessary or 
“uneconomic use of labour or materials, 


Further, if it is decided that any industry or any 

t of Canada is to be assisted at the cost of the whole nation, 
sidies, if and when given, should be certain in their effect 

| flexible in their administration, Transportation subsidies 


) by their very nature, unable to meet these tests and should 
therefore not be resorted to. 


: Canadian Pacific believes that the present system 

fF establishing and controlling freight rates tends to produce 
ransportation charges which encourage the development of Canada 
along sound economic lines, and compensate for geographic 

¢ isadvantages as far as it would be safe to endeavour to 
“accomplish this by means of the freight rate structure. 

3h. The impression prevails in many quarters that the people 

of Canada are at a disadvantage in respect of transportation 

charges as compared with those in the United States, and that, owing 
to the independent economic existence of this nation forcing = as 
the statement is sometimes put - trade into East and West Channels, 
while North and South movement would be normal, Canadian producers 
and consumers suffer from improperly high transportation charges. 

‘In the first place, the great volume of internal trade in the United 
ates moves East and West as in Canada, and over similar distances. 
a the second place, the present freight rate system of Canada 
provides, for the great bulk of the movement of goods, freight rates 
which are lower, not higher, than those charged in the United States 
for similar movements over similar distances. The economic union of 
Canada with the United States, bringing with it a freight rate | 
system in this country such as now exists in the United States, would 
eatly increase, not decrease, the burden of transportation 

charges on the producers and consumers of Canada and the bulk of the 
traffic would continue to move as long distances as at present." . 


FURTHER SUBMISSIONS 
; There is very good reason that the basis of national . 


transportation policy should be the provision of transportation 


t is worth noting that Isaiah Bowman, the noted 
See has a at bat deal to say about the weight of 

Climatic factors upon pioneering areas, but railways, 
when they do come are an immense help toward the ; 
establishment of a settled pampaapee es oneer 

ing York: American Geograp : : 
Sree solally his discussion of the nage pti “Bk Os 
Montana, p. 122 pf. See also the works of t aA iin 1 ss 
Pioneer Problems Committee under the general editorship 


W. A. Mackintosh 
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services with full regard to overall transportation costs. (1) 


Canadian Pacific submits that Canadian railways have gone 


as far as would be desirable in the direction of providing low 


transportation rates. If they have erred at all, they have done so 


in the direction of making many transportation charges lower than 
was necessary for the economic development of Canada. Too low 
transportation charges tend to make transportation an unnecessary 
large portion of the national activities. The fact is that under 
the transportation system set up in Canada in the past and under 
the System of establishing transportation rates previously employed, 
economic progress in Canada has been at least as rapid as in the 
United States. This has been true despite the lack of geographic 
continuity of the Canadian economy, despite the fact that it is 
divided by barriers of unproductive territory in a sense which is 
| not true in the United States and despite the fact that the total 
developed natural resources of the United States are much greater 
Rican those of Canada, and much more conveniently distributed. 

| At any given point of time the United States has always 
been, upon the average, on a higher level of wealth and income 
than Canada. This fact has probably given rise to feelings of 
inferiority which are not justified. It stems from a failure to 
see the problem in its proper perspective. 

The position of any society depends in part upon the 
length of time that it has been developed economically. No matter 
how bright the prospects, or how large the resources, it is not 
possible to do everything at once. Therefore, newer areas tend to 
be behind older ones even though their progress is wholly certain. 
ORR Ia raat Siete OS 

transportation. It is not to be inferred, however, 
that the cost of providing the transportation 


i ig ; freight rates 
ervice can be ignored or that ght 
eet be reduced below the cost of service.” Locklin, 


Op. cit:, pe il. 


At 1830 the Genesee Valley in Central New York was a 


greatowheat exporting area, relatively comparable to the position 


of Saskatchewan today. It was a Part of the pioneer fringe of its 


time., It was not until after the Civil War that the middle-west of 


the United States comes into prominence as a manufacturing area. 


The west and south of the United States have long entertained a 


grievance against the north and east on the ground that they are 


exploited as colonial territoriess Itiisea feeling which is only 


changed slowly. Within the last twenty years a prominent historian 


of the University of Texas was advancing this argument in all 
seriousness despite the obviously bright future of the State. If 


One hears less of this complaint now it is not because the tendency 


to self-pity is any less strong, but solely because the changes in 
the Texan economy in the intervening period have been so striking 
as to make any further complaint unlikely to be entertained. 

The same process has probably been operative in Canada. 
The newer areas west of the Great Lakes have tended to regard the 


differences in economic development between themselves and the central 


1 


provinces as being due to a conscious exploitation rather than as a 
result based upon the relative length of time over which the two 
@reas have been settled. 

The real question is not whether Canada is lower in 
average wealth and income than is the United States. That is a fact, 
and is in part at least explained by the timing of development. 
at is important is whether the Canadian economy is advancing as 
rapidly as is that of the United States so that the discrepancy 
between the two is possibly narrowing and is at least not widening. 
The esas will be examined first of all in relation to Canada as 
a whole and second in relation to the three areas which have at one 


ime or another entertained a sense of grievance. 


anada ; 
The clearest and most inclusive index of development is in 


: : acl ean true when movement. of 
elative population. This 1s especially tru : 
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ee eeton between the two countries is free, but even for the 
ae in which there has not been absolute freedom it is still 
true that the relative Changes in population tend to show 


economic health and vigor, or 


the reverse, 


Even since the turn of the century, Canada has been 


increasing in population more rapidly than the United States. It 
was most marked in the period 1900 to 1921, but the process 

: : 
continued thereafter and gives every promise of projecting itself 


into the future. (See Chart and Statement at pp. 38-39 in 
the Appendix). 

This is not solely the result of opening new lands. It 
is very much more the result of the general development of the world 
economy, making it economical to increase the development of 
Canadian resources. So long as the structure of world trade 
remains strong it is quite probable that Canada will continue to 
grow a little more rapidly than does the United States. 

A second approach to the same problem is to take the 
available indexes of physical volume of production and to compare 
them. This is done below on two bases. First of all an index of 
the total volume of production in the United States from 1830-1930 
is compared with three sectional indexes of production in Canada 
‘from 1870-1939. It will be obvious that these indexes are not so 
‘complete as those made for the period since 1919, but they are good 
‘enough to give a broad, long-period comparison between the two 
‘countries. The United States index, because of the manner of its 
Bae tton, leans rather heavily toward manufacturing and mineral 
Bo odiction and away from agriculture. It is, therefore, more 


‘properly to be compared with the Canadian indexes of manufacturing 


and of mineral production than with the index of primary produce 


‘production. It is clear from a comparison of these indices that 
s 


Canada is certainly holding its own and possibly is gaining a 
‘little upon the United States. (Chart and Statement at 


pp. 40-41 of Appendix). 


There are available much more refined indices of industrial 
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production for Canada and the United States for the years 1919 
to date. If one considers the first 21 years, one would say 
quite clearly that Canada was gaining relatively upon the United 
States. It opened the period well below the United States and 
was equal with it toward the end. However, if one takes in the 
War period, one would incline to Say that the two countries lie 
Side by side. Certainly there is no evidence of a relative 
retrogression in Canadian production. When one considers the 
very special difficulties involved in measuring the volume of 
War production, and especially the imperfections which may be 
introduced by the use of man-hour data in lieu of direct measure- 
ment of physical output, it seems wise not to lay too great 
stress upon divergence of the curves since 1941, Over the whole 
50 years Canada has held her own. (See Chart and Statement at 
DP. 42-43 of Appendix). 

It is regrettable, but the national income figures cannot 
be used as a check upon these indices. National income figures 
for the United States are available as a continuous series from 
1929 only. The Canadian figures are available back to 1919. More 
important, there is the difficulty of comparing dollar figures 
without a free market to establish the relative value of those 
dollars. 

The most impressive single politico-economic fact in 
the modern world is the power of the United States to maintain a 
rapid rate of increase in its productivity per worker in the face 
of increases in the number employed (and decreases in the average 
“number of hours worked per year). The result is an increase in 
total national product over any period such as a generation which 
can only be described as startling. Canada is exposed to the full 
competition of that immensely vital economy throughout the whole 


breadth of this country. It must meet that competition or be 


gradually pushed aside in the ecmomy of this continent. In fact, 


it has not only held its position, but stands higher now than it 


did at the opening of the century> 
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ib The facts cited above are a reasonable demonstration 
that nationally Canada has held its own. What can be said of the 


particular regions ? Any attempt to answer this question proceeds 


an the face of a general warning that one can only see the net 


resultant of multiple forces. The development of any particular 


territory shows what use people are able to make of the resources 
of that territory under the techinques of the time. For example, 

if population had spread over the Prairie Provinces before the 
development of railways, they would have had to become largely self- 
sufficient because of the extreme cost of transportation; but 

hey would still have been compelled to develop a small export in 
some product, probably meat, in order to pay for absolutely 
mecessary imports. Having the advantages of railways in advance 

of settlement, (1) they were spared this costly expedient of an 
Barly self-sufficiency which would have been abandoned as soon as 
Tailways were built. They could orient themselves at once to a 

world economy. Having established the oe ne for their 

economic life on the export of grain, they could then move toward 

a more broadly based economy by the development of other resources 


and by a greater degree of secondary production. 


The Maritime Provinces, compared with the Northern New England 


Both of these areas are affected by the rise of land 
transport in relative Spel niéaar as against sea transport and by 
she competition of other areas which are closer to the heart of 
he continent. This rise of land transport and of a continental 


sconomy in North America, have diminished the relative importance 


> 


ca position on or near the sea. Both of these areas, then, have 


issi inion-Provincial 

(1) Report of the Royal Commission on Dominion 

Seer (Ottawa: The King's Printer, 1939), Book it, 

p.- 201. See also W. A. Mackintosh, Prairie Settlement: 

The Geographical Setting iieronto. Wacmie ran) 1934), 

Chapter lll. The opinion of an outsider 15 aiso 

cane tac. see A. Siegfried, Canada: an International 

Power (London: Jonathon Cope, 1949), pe 506 
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been under a certain handicap due to Changing conditions and it 
is worth while to study their relative performance in order to see 


how they have fared. 


Both areas are declining in relative importance within 


their respective national economies. The difference between the 


two is that Northern New England has been declining for a longer 
period. It reached its peak of relative importance at 1800 to 
-* and has been slipping relatively ever since. At 1800 these 
three states contained 9.23% of the population of the United States, 
3.20% at 1870, 1.23% at 1946. The Maritime Provinces had 20.8% 

f the population of Canada at 1871, 9.6% at 1946. But this is 
‘solely a relative change. Between 1871 and 1946 the population 
brthe Maritime Provinces increased by 55%, that of Northern New 
England by 35%. (See Chart and Statement at pp. 44-45 of 

‘the Appendix). 

It is very hard to see in either of these comparisons 
any sign of a special handicap upon the Maritime Provinces. They 
are not newly settled areas. They have, it is true, been compelled 
to eyust to new conditions, but it is also true that Northern 
New England has been called upon to make an adjustment of at least 
equal severity. Looking at the population figures, one would say 
that either the Maritimes have been more successful in adjusting 
themselves to the economic environment of the time, or else that 
they have received a substantially greater measure of assistance 
inder Canada's national policies than the New England States have 
received under the United States policies. Clearly, however, 

there is no sign in the population figures at least, that the 


= 


laritimes are suffering under some special disadvantage due to 


their being inside Canada, but rather the reverse. None of the 


sther indices of economic health which have been examined give ground 


or any qualification of this statement. 
a i f th 
mrrairie Provinces, compared with the Spring Wheat States o e 
ted States. ; tet ’ 


2 It is not easy to select an area in the United States 
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which is fully comparable with the Prairie Provinces. For 


resent 
p purposes, the States of Montana, Wyoming, North and South 


Dakota, and Nebraska have been chosen. There is some doubt as to 


whether Nebraska quite fits within this group, but its inclusion 
is clearly favourable to the United States and is therefore taken 


for that reason. 


In population the advantage is clearly in favour of the 
Prairie Provinces. Ever since 1890 the population of the two 
areas has been converging. Recently the papuietten oe these 
states in the United States has been decreasing, while that of 
the Prairie Provinces has been relatively stable. It is perhaps 
difficult to be quite certain whether this is anything more than 
the result of later development, but the fact remains that the 
population of the Prairie Provinces is increasing, whereas that 
of the Spring Wheat States is decreasing. (See Chart and Statement 
ae pp. 46-47 of the Appendix). 

A second indication of the general change is that the 
percentage of employees of manufacturing industries in Canada 
resident in the Prairie Provinces is increasing, whereas the 
percentage of manufacturing workers in the United States who live 
in the Spring Wheat States has decreased ever since the end of 
the first War. (See Chart and Statement at pp. 48-49 of 
the Appendix). 

Pei ve growth is also shown in such items as motor 

- vehicle registration and the development of coal resources. 

It is, of course, too early for the effects of the oil 
n to do more than barely show 


d gas developments now going o 


themselves in the available statistics, but it is not improbable 


that this is going to be the major factor in the growth of the 


Reirie Provinces over the next twenty- -five years. What they 


ave done to date, they have done upon an agricultural base. 


their wealth in petroleum has had a full opportunity to 


| ti ich will 
ring into existence all the complementary production whic 


essential to exploitation of these resources, the comparison 
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vith the Spring Wheat States will be strongly in favour of the ‘ 
irie Provinces. 


The picture here, then, is one of an area which has 


held its population more effectively than the parallel area to 


fs 
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south; which is processing more of its native raw materials 


ap 


pe g0es on; and which has before it the brilliant prospects 


based on the new oil discoveries. 
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itish Columbia as compared with the State of Washington. 


i Broadly speaking, British Columbia has kept in step 


- 


ith Washington throughout its history and since 1920 it has 
Siereaced at a more rapid rate. The population of British 


is: 
Columbia is not only increasing more rapidly, but it is becoming 


-* 
_? 


a larger percentage of the population of Canada more rapidly than 
‘Washington is growing in the United States. (See Chart and 
Statement at pp. 50-51 of the Appendix). The other indices 

of economic development bear out this statement. This is not a 
matter of developing a large sub-standard population, but of 
developing one which has high economic standards. It is a develop- 
ment out of strength and not out of weakness. 


All the foregoing comparisons of economic progress in 


Canada and in the various areas of Canada with economic progress 
of the United States, and of the areas in that country comparable with 
Mthose studied in Canada, are fully supported by the pertinent 
‘statistics and graphs to which reference has been made. 

The general conclusion which must be reached is that 
bhis attitude of denigration of Canadian achievement and envy of 


‘United States may have had some ground in the latter half of the 


‘9th century. It has no demonstrable ground today. Canadian 


rogress holds up against that of the United States. The areas 


a which complaint is hear 


a 
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d have fared better inside the Canadian 


conomy than have the corresponding areas of United States fared 


heide the American economy. It is probable that the root of 


e difficulty is not the present burden, but merely the uncritical 
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repetition of a complaint which was at one time justified, but of whi 


few of ‘those who voice it have had any direct experience. 


re In addition Canadian Pacific reminds your Commission that 


freight rates are in general considerably lower in Canada than in 


paerinited States. This is shown by the only general index -- that. 


pr irevenue per ton mile -- which is lower in Canada than in the 
United States. 
ere Thus, freight rates in Canada, as far as they play any part 


- 


in permitting the free and full development of the economy, have 
clearly not been too high. Canadian Pacific submits, indeed, that ther 
may be instances in which freight rates in Canada are too low, to the 
ex ent to which they tend to destroy advantages which some sections 
of Canada may have in respect of the possession of natural resources, 
on which local industry can be founded, but which tend to be exported 
from these areas to support industrial development in other areas 

of the country. 


Certainly, the economic history of Canada provides no support 


for any theory that either the general level of freight rates, or the 
Benoa by which they have been established and regulated in the past, 
have been responsible for inhibiting the normal development of the 
nation. In this connection, Canadian Pacific draws particular 
attention to the comparison of freight rates in Canada with those in 
the United States. 

) The suggestion is made that the economic independence of 
shis nation has forced trade into East and West channels, when 

North and South movement would be normal, with the result that 
“Canadian producers and consumers suffer from improperly high trans- 


yortation charges. 


Were this the case, it must be clear that the blame could 


>t lie on Canadian railways, nor would there be justice or expediency 
a ae id 


1 forcing Canadian railways to make the necessary compensation for 


y mistakes which may have been made in tariff policy. 
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t 1S not the intention of Canadian Pacific to discuss 


tariff policy. The railway system was built itbak broad national 


policies were established, The railways did not initiate these 
policies, nor were they initiated for their benefit. Accordingly, 
the railways can take no responsibility for defending them, nor 
the duty of examining them critically. 

What can be pointed out is that there is every reason to 
believe that trade in Canada would still tend to move East and West 
not North and South in respect of many important commodities, were 
this country to engage in economic union with the United States, 

Wheat, for example, would still flow from the wheat growing 
areas to the Head of the Lakes or to the Pacific Coast, if economic 
union were established, Wheat from the Prairie might move to Duluth, 
instead of Fort William and Port Arthur, or to Seattle, instead of 
to Vancouver. The distance of movement would be substantially the 
same or slightly longer, and the charge for moving a bushel of wheat 
would be more than doubled, 

lt must not be forgotton that economic union between the 
two nations would, among other consequences, inevitably produce trans-= 
portation charges in Canada such as now exist in the United States, 

It would still be the case that motor cars would move to 
Western Canada from the banks of the Detroit River. Freight rates on 
motor cars from Windsor to Prairie points are cheaper than those from 
Detroit to similar points South of the border. The same thing is 
true of agricultural machinery, and it is equally true of lumber, which 
moves from British Columbia to Central Canada more cheaply than does 
lumber from the United States Pacific Coast to the industrial areas 
of the Eastern and Central United States. 

The illusion that traffic has been forced into unnatural 
East and West channels in Canada is exploded by an examination of 


railway maps and railway traffic statistics of the United States. 
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‘T ee has been the same tendency to East and West set kiaLed ' 
‘country, in the areas contiguous to Canada, and there is ay patty 
y believe that there would have been any substantial siteration 3 ine 
“the internal trade pattern of either of the two countries, if t 
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had developed as a single economic unit. Notable exceptions to this 


Wise very well have been a failure to develo 


p Canadian seaports ¢ 
Canadian industrial and commercial centres to the present extent. 
ie 
me in Be eet aesue this question with reference to Western 


ae than if the alternative route through the United States 
“south of the Great Lakes had been used. That burden has not caused 
Piney rates between Central and Western Canada to be as high as 
those on the more fortunately sitmted railway lines in the United 
States. This is clear from the table of rates at PPe 52-53 of the 
Appendix. 
| A similar situation exists in the case of the Maritime 
Provinces, and an excellent example is to be found in the fact that 
it costs much less to ship potatoes from Woodstock, N.B., to Toronto, 
Ont., than it does to ship this crop a similar distance in the United 
Deeten from Houlton, Me., to Buffalo, N.Y. 


Canadian Pacific does not intend to assert that there 


! 
es. ; 
are no cases in which Canadian consumers would buy their goods some- 


what more advantageously if the two countries were economically 
united, The greater populated area, the more convenient distribution 
bE natural resources, the larger total population and the earlier 
Bete tooaent of the United States haveled to their being opportunity 
such eee What Canadian Pacific submits is that the railways 
2 done more than any other interest to overcome any disadvantages 


hn may arise from Canadians trading with Canadians. 


Broadly speaking, Canadian Pacific is of the opinion that 
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economic union of the t wo countries would still leave the great bulk 


of Canadian internal trade moving as lon 


ge 


g@ distances as at present 
and paying at least as high, if not higher, freight charges, 


; A comparison of many freight rates in Canada which move 


Jarge volumes of traffic, with freight rates in the United States on 


Similar movements, will demonstrate the lower level of rates applicabl 
is 5 


0 Canadian shippers.(See Appendix pp. 54-55) 


OUTLINE SUBMISSION 


"35. Canadian Pacific is opposed to the extension to other parts 
Canada of legislation in the pattern of the Maritime Freight 
tes Act. Such legislation imposes rigidities upon the freight 
tes structure which, in the submission of the Canadian Pace lees 
n lead only to sectional strife and to litigation, Canadian 
Pacific does not propose the repeal of the Maritime Freight Rates 
t+ but it does suggest that it would be unfortunate to adopt 
@ principle of that Act as a solution to the so-called 
ographical disadvantages which are alleged to exist in certain 
rts of Canada." 


FURTHER SUBMISSTONS 
Canadian Pacific does not propose that there should be any 


alteration in the Maritime Freight Rates Act, but does urge your 


Commission to recommend that this principle be not extended to 
Bay other area, | 
The plan of assisting the economy of the Maritime Provinces, 
by providing a Government subsidy in respect of traffic within and 
outbound from that area has now been in effect for many years, and, 
under it, there has been established in the Maritime Provinces a 
certain amount of industrial and other development which might 

ssibly not have taken place in that area without this plan. In 


Short, there are now vested interests in this plan on which there 


el 


probably depend some employment and some return on investments, both 
BP yhich might easily be destroyed by abolishing or drastically 
altering the system, This would seem to be an adequate reason for ; 
aintaining it for the present. 


4 However, Canadian Pacific submits that there are grave 
a 


to any area encourages normal and desirable economic development 


in that area, and, indeed, the effect may be in quite another 


Ve 


direction, This plan may produce the establishment in any area of 
industrial or other developments which are not economically justified. 


it may lead to an undue emphasis on the production for sale in other 


- 49 « | 
reasons for feeling that it is not desirable to attempt to aid the 
economy of anyarea of the country by transportation subsidies, 

There is no reason to believe that this method of assistame 
areas of unprocessed raw materials which, under some other plan, might 
contribute more effectively to economic progress were they to be proces- 
sed within the area, 

If it be accepted ~=- as wag the case in the studies leading 
to the passing of the Maritime Freight Rates Act -- that any particular — 


area of Canada is at a general economic disadvantage as compared 


; 
with the rest of the nation,then Canadian Pacific submits that any | 
subsidy granted by the Dominion Government for the relief of this 
condition should be distributed to all economic interests within | 
the area according to their needs, In this way, there would be no 
tendency for the use of such a subsidy to direct the economic activities 
of the area in any particular direction, but all activities within 
the area would be given assistance where necessary, 

The argument is that assistance to the economy of an area 
by means of a transportation subsidy tends to stimulate those 
industries in whose affairs transportation costs are a large factoy, 
in preference to those industries in whose business the bufden of 
transportation is a small one. Such a system, while possibly 
stimulating certain forms of economic activity may actually deter 
the creation of a fully rounded economy. 


Canadian Pacific has no suggestion to make for any 


particular method of distributing such a subsidy, but does believe 


that, on full investigation and consideration, it will be decided that 


it should not be distributed in respect of one specific factor, such 
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aS transportation of goods within and out of the area, 

The further, and fatal objection, in the opinion of Canadian 
Pacific, to the principle of transportation subsidies is that it can 
only end in vicious competition between various areas, transferring 
transportation costs from those who use transportation to the taxe 
payers at large, 

If there be two areas, A and B, which trade with each other, 
and if the goods.which A ships to B receive a subsidy in respect of 
transportation, to the advantage of economic development in area A, 
then every argument will exist for their being similar treatment 
applied to the shipment of goods from area B to area A. In such 
circumstances all that would occur would be a subsidy from the 
taxpayers of the two areas, as well as all taxpayers of Canada, 
to the transportation of goods between the two areas -= creating 
the unfavourable effect of all general subsidies on transportation, 
in the direction of causing unnecessary use of this service, and thus 
imposing an unfortunate burden of wasted effort on the economy as a 
whole. 

In short, Canadian Pacific feels that it would have been 
wiser to have granted any assistance which was needed by the 
economy of the Maritime Provinces by some other method than the 
one which has been adopted, but certainly does not suggest that 
subsidies under the Maritime Freight Rates Act should be terminated, 
unless and until very full and careful examination of the problem 
should indicate that this could be accomplished, and a more 
suitable form of subsidy provided, without creating an unfortunate 
disturbance of the economic developments which have occurred as a 
result of the Maritime Freight Rates Act. 

Certain suggestions have been made from time to tim in 
the 21% Case, and to this Commission, that the methods and principles 
applied in the Maritime Freight Rates Act should be used in other 


areas to alleviate disadvantages claimed to exist in those areas. 


aes ae 


Canadian Pacific submits that any such step would be detrimental . 
to the national interest, resulting in serious rigidities in the 
freight rate structure, constant litigation, and a never-ending 
succession of claims for extension of the concessions granted, 

The numerous cases relating to the Maritime Freight Rates 
Act heard by the Board of Transport Commissioners and the Supreme 
Court of Canada and the arguments presented on behalf of the Maritime 
Provinces in the 21% Case, and in the present proceedings, give an 
indication of the claims that arise as a result of an Act of this 
kind and the persistence with which they are pursued. The claims and 
demands made by the Maritimes in the present proceedings are not 
new; many of them have been examined in the past by the Board of 
Transport Commissioners, and some by the Supreme Court of Canada, but 
findings that they are unsound or unwarranted merely give rise to 
an outcry for changes in the legislation, 

For example, in the case of Transportation Commission of 


Maritime Board of Irade v. C.N.R., 37 C.R.C. 354, it was argued that 


the eastern proportion of a through rate should be deemed to be the 
local rate in effect from the point of shipment on Eastern Lines 
to Levis or Diamond Junction prior to July 1, 1927, and tmt the 20% 
reduction imposed by the Act should be applied upon this proportion 
of the total rate. As pointed out by the Board at p. 367 this would 
in many instances be the equivalent of a 20% reduction in the whole 
of the through rate. The Board added (p. 368) that from the wording 
both of the Duncan Report and the Act, it was "fundamental and 
beyond dispute" that there was to be a pro rate of the through rate 
on a mileage basis, Nevertheless, similar demands are being made 
today. (pp. 3297-98, 3665-66, 3934 of transcript). 

Again, in Transportation Commission of Maritime Board of 
Trade v. C.N.R., 44 CoR.C. 289 (the Potato Case) it was argued by the 
Maritimes, first that it was incumbent upon the Board to reduce 


proportionately rates on preferred movements whenever competitive 


he 
ny 

ates were put into effect elsewhere, (pp. 292-3, 297) and secondly . 

bs es A : ‘7 

ies mere production in evidence of such competitive tariffs was 


fficient to bring about this result., without proof of prejudice 
po 298). The Board denied both of these claims, holding that its 
y power under the Act was to cancel the competitive rates, and 
shat it could only do so when proof was forthcoming that such rates 


"destroy or prejudicially affect" the advantages given by the 


to Maritime shippers. This decision was appealed to the Supreme F 
rt of Canada and was there upheld (47 C.R.C. 161). Nonetheless, the 
itime Provinces are still pressing the same claims (pp. 3528=31 
transcript). Their position is that if the Maritime Freiglt Rates 
is subject to the interpretation placed upon it by the Board and 
the Supreme Court, it should be amended to require rates on preferred 
vements to be reduced proportionately to competitive rates else- 
ere. Since there is no prejudice from railway competitive rates 
Bode cancellation will merely result in transfer of the traffic to 
other carriers at the same rates, the present Maritime proposal must 

fe viously be intended to compel the reduction of rates on preferred 
ements even when no prejudice exists from the competitive rates. 
Otherwise no benefit will be derived by the Maritimes from the change. 
. The introduction of a plan of concessions in freight rates 
Becies the signal for demands for further concessions and extensions 
of the Ra Hilebes granted, Examples of this may be seen in the 

resent agitation of the Maritimes for an increase in the percentage 
Medcted from the normal tolls (pp. 3297, 3664-65, 3934, 4687-(82)), 
Bes cension westerly of the distance for which the deductions are 
— made, (pp. 3297-98, 3665-66, 3934), the application of the 

t to = herpand) movements of certain commodities into select 

eccry (pp. 3298, 3934, 4687-(82)), and the reduction of tle 

Pine arbitraries, (pp. 3658-64), Each one of these demands 

‘ag 


ld carry concessions to the Maritimes farther than either the 


1can Commission or Parliament thought necessary. The granting of 


pte ae 


any of them would merely form the starting-point for fresh claims, 


The national economy is best served by a system of freight 
rates that has a certain flexibility in all its parts, in order that 


the maximum of traffic may be encouraged to move in every region at 


reasonable rates. When there is introduced into this structure a 

set of artificially fixed rules applying to one area, the rigidities 
and abnormal results thereby brought about extend far beyond the 
specially treated aréa, to the detriment of the economy in general, 
For example, it may be found impossible to grant commodity 
rates for development purposes to an industry in non-select territory 
if such action will compel reductions on a substantial volume of 
traffic in select territory, The constant effect of such an Act 

is to keep certain rates in select territory unduly depressed when 
they might properly be raised, and to maintain certain rates else- 
where at a level higher than in the inwereoee of shippers am the 
railways they should properly be. 

When general adjustments are made in the rate level, 
further rigidities and anomalies arising out of the existence of the 
Maritime Freight Rates Act become apparent. For example, it was | 
argued for the Maritimes by Mr. Burchell in the 21% case (pp.17749-52) 
that whatever may be done with rates in the rest of Canada, no change — 
can be made in the level of rates on preferred movements until it has 
been affirmatively proved that the cost of railway operations in 

Canada is not the same as it was upon the date in 1927 when the Act 

ae passed, It is hardly necessary to point out the impossible 
position in which the railways would be left if such an argument were ~ 


accepted. The obligation to produce conclusive evidence in every 


future rate case as to the cost on a specific date in 1927 of 


railway operation in Canada" would lend such opportunities for 
Objection, debate and obstruction as to delay indefinitely any 


adjustment in the rates. 


A 


tS 

Secondly, the argument has even been advanced (Mr, Birchell, 
PPe 17752-70, 21% Case) that no adjustment or variation in tk 
rates reduced under the Act is permissible to meet new industrial 
or traffic conditions except in a downward direction, While it is true 
that the Board of Transport Commissioners rejected this interpreta- 
tion, it is an example of the extent to which argument may be carried 
in relation to an Act of this kind, If Mr, Burchell's interpretation 
were correct the railways would be most unlikely ever to grant any 
new commodity or competitive rates in the Maritimes, as once granted 
they could not be increased except upon a showing that the cost of 
Operation in Canada has increased, 

Mr, Matheson presented much the same viewpoint in the 
present proceedings, when he proposed (pp. 3763=64) that in the 
event of a finding of unjust discrimination the railways should be 
denied their option of removing the discrimination by increasing 
the lower rate to meet the higher. This suggestion, if put into 
effect, might result in a rate being reduced regardless of the 


ability of the traffic to support the higher rate, 


Perhaps one of the most serious consequences of a policy 
that would apply the Maritime Freight Rates Act principle to other 
areas would be that it would have no logical stopping-point short of 

_ nation-wide application. Every province, city and town in Camda 
has its advantages and disadvantages, geographical and otherwise, 
and compensation given for that reason to one should justly be given 


to all. It should be noted as well that any reduction given in this 


B 


way outside the Maritimes would probably result in claims for still 


further reductions to the Maritime Provinces themselves, 


It is most important to observe in this connection that 
the Maritime Freight Rates Act itself did not have as its object 
the overcoming of any of the narmal geographical disadvantages of 
ae Maritimes. Both the Duncan Report and the preamble to the Act 


eat nates the sole purpose to be the assumption by the Dominion of such 
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mee eeerasepertation costs as. were brought about for national, 


dmperial and strategic reasons. So long as the Act is limited in its 


application to these purposes it is not a precedent for the 
subsidization of geographical disadvantages elsewhere. The extension 
of that Act or the passing of a new one for purposes beyond these 
primary contractual and historical obligations would open the way for 
the application of the subsidy principle to all parts of the country. 
If on the other hand certain areas puke to be given 
preferred treatment for geographical or economic reasons the result 
would be the antithesis of the equalization of freight rates that has 
been so persistently sought by many parts of the country. To accept 
one principle would be to deny the other, and of the two it is 
submitted that equalization is the preferable course. 

Finally, the use of the railways as a medium or instrument 
whereby to distribute subsidies to producers might well result in 
grave consequences to the railways themselves. It would be inevitable 
that in the public mind the distributor of the subsidy would come to 
be regarded as its receiver. Payment of large sums of money by the 
Government to a privately owned railway, even though such sums 
were in consideration of the maintenance of unduly low rates, would 
give strong encouragement to interests desirous of exerting political 
"influence upon the railway. Such a proposal, if adopted, might. well 


become a major step towards socialization of private railway enter= 


prise. 


Incidence of freight charges. 
, The Commission will have noted the frequent statements 
4 
'from various 


i} 


sections and interests that each of them pays all the 


Breer eit on everything bought and everything sold. Canadian Pacific 
iy : 


urges that there should be wise counsel given to the nation on 


“this point; that it should be made clear that this statement is 


true of no one; that the incidence of freight charges is on the 
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@conomy as a whole; that it is totally impossible to draw lines on 7 


the map, or to establish distinctions between groups or individuals, 


nd to assert that this area, that group, or a certain type of 


individual is more burdened by transportation costs than is 


- 


some other. 

i? Canadian railways have, in face of great difficulties, 
furnished the Canadian economy with cheap and efficient service. 
‘The urgent problem -- the only urgent problem -- is to permit 
mee to continue thus to serve the nation, and especially the 


areas which, for geographic reasons, are under any disadvantage 


in respect of transportation. 
ig 
PAC 
wisely invested capital into the national transportation system 


Unless it be possible to obtain a steady input of 


equal to the annual expansion of national productivity, which 
is estimated to be approximately 3 per cent, there can scarcely 
be any hope that the economic progress of the past can be 
Sintained in the future, and Canadian Pacific submits that 

it would be in the national interest for your Commission to 
make this one of your principal recommendations. 

7 It is in this direction, and not in experiments with 
new methods of establishing freight rates that lies the correction 
of any disadvantages in respect of transportation under which 

any section of Canada, or group of Canadian citizens may now 
labour. 


Further submissions on this subject will be found in 


Part II of this Submission. 
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OUTLINE SUBMISSION 


Clause 2(b) of the Order-in-Council provides:~ 


(b ) Review the Railway Act with respect to such matters as 
Zidance to the Board in general freight rates revision, 


ipé i international rates, etc., and recommend 
ee aie hem to be advisable.’ 


‘ 
* 


ich amendments therein as may appear to t 


GENERAL FREIGHT RATES REVISION 


at the principles of rate-making 


present laid down in the Railway Act and in the oe 
the Board of Transport Commissioners are aerator ay - 
lic interest and do not requare any substantial amenament. 


Canadian Pacific submits th 


fe: 


: 
; 


—— ue ue 


+ 


sShace: * ey Th pera 


pbs dn jous® er i oe 


f 
Pa 


7 e sx ice IgtS gene ode ged? 
one hina bayer? fi benetvee Sone 


: opi Nene 


os ips %¢ 0% Te LT) Bea 


il 
rani byte ons qan(- miPrAhe joituand ear : 


aun | 
gare ae Oh > abot Sheree <tr entdoty 2am 


re wntracae 


OP sas >e. ove 


7 ¥ | aw? as 
env Pogy?eas® Tr x 7) ; ald 


a 


ao SF 


of rat . , 
to provide flexibility ang oe under the Railway Act is intended 7 


: in the ; 
was first established, railways, present Railway Act 
from water carriers, had a substa 


railways have now los 
then occupied. 


38. In the submission of Canadian Pacific any change in the 
system of rate-making now set forth in the Railway Act should be 
in the direction of affording greater flexibility and freedom 


to the railways than during the period when they enjoyed substan-= 
tial monopoly. 


39. The principles of rate-making laid down in the Railway 
Act are relatively simple. It is provided that rates shall be 
just and reasonable. This means that they shall be just and 
reasonable to the railways as well as to the shipping public. 


In order for rates to be just and reasonable to the 
railways the revenue derived from the mass of rates for the 
movement of all the traffic must be sufficient to pay operating 
expenses and taxes and to provide a reasonable return on the cap- 
ital invested in the railway enterprise. 


In order for rates to be just and reasonable to the 
Shipper the Railway Act provides the following protection:- 


(a) It provides that rates shall not exceed the so-called 
Maximum or standard tariffs which all railways are required to 
file and have approved by the Board of Transport Commissioners. 
These rates may not be increased without approval of the Board. 
The railways, however, are free so long as they do not exceed 
these maxima to make rates lower than the maxima, designed to 
develop industry, to move the maximum amount of traffic and to 
Meet competition. 


(b) The Railway Act, in particular by Sections 314 to 321 
inclusive, provides adequate machinery for ensuring that all 

tolls shall always, under substantially similar circumstances © 

ahd conditions, in respect of all traffic of the same description, 
and carried in or upon the like kind of cars or conveyances, 
Passing over the same line or route, be charged equally to all 
persons and at the same rate, whether by weight, mileage or 
\therwise. These sections together with the decisions of the | whee 
Board over a period of many years, have provided and are continuing 
© provide the greatest possible protection against abuses and 

m ensuring that rates shall be just and reasonable to the shipper. 


It is obvious, in the submission of the Canadian Pacific, 

; the cost of service principle cannot be applied in the making 
281 : : 

f individual rates or scales of rates. ' 


~ SE 

FURTHER SUBMISSIONS 
Canadian Pacific submits that the cost of service 
principle is unsound, 


In theory under the cost of service principle the 
first point that would have to be decided is whether costs 
are to be determined on a local, regional or system basis. 

This point having been decided, the next step would be to 
ascertain the cost of moving any particular commodity or class 
of commodities. It is recognized that some railway costs vary 
with traffic, other costs do not vary with traffic and are 
constant. It is further recognized that the percentage of 

costs which vary with traffic is greater in the long term 

sense than in the short term sense. 

Under the cost of service principle of rate making, 
the cost of moving traffic is, in respect of any commodity or 
class of commodities, not only the cost that varies with traffic 
but also the proportionate share of the constant costs which do 


not vary with traffic. Thus under the cost of service principle 


rates would be fixed so that each commodity or class of commo=- 


tities would bear, what may be termed, the all inclusive cost of 


moving the traffic in question. : 
If all traffic were to bear its all inclusive cost, 

many changes in rates would be necessary. The rates on 

traffic which are higher than the all inclusive cost of moving 
that traffic would have to be reduced. The rates on traffic 

ch are lower than the all inclusive cost of moving that traffic 
rould have to be increased because the over all level of railway 
osts must be returned from the total traffic moving. It is 

ous that the total volume of traffic now moving on Canadian 
— would be materially lessened. For example, transportation 
ts are a small proportion of the selling price of silk but are 


Deatatively high proportion of the selling price of coal. It 
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therefore follows that if transportation costs of silk are 
increased it will have little effect upon the selling price 

of the silk, thus the demand for silk will not thereby be 
reduced. On the other hand, an increase in the cost of trans= 
portation of coal can have material effect on the selling 
price of coal, thus the demand for coal would be reduced. , 
Conversely, reduction of the transportation costs 
of siik will not increase the volume of silk available to | 
the railways for transportation, but reduction in the cost of 
transportation of coal may very well make available additional 

volume of coal traffic for the railways. 

A reduction in the volume of traffic available to 

che railways would increase the amount of unused plant 

capacity. The basic fundamental of rate making is to use 

the railway plant most effectively. The most effective use 

of a railway plant is to increase the volume of traffic moving 

ever it so that the unused capacity of the plant is at the 

minimum. Under the cost of service principle, however, the 

railways would be unable to make rates below the all 

inclusive cost because the amount of the reduction below such 

cests could not be made up from traffic moving at rates higher 

than the all inclusive cost. The result would be to increase 

the amount of unused plant capacity. 

The advocates of the cost of service principle contend 

that adherence to that principle would result in a new rate 

structure more favourable to the highly rated classes of traffic. 
Canadian Pacific disputes this contention because in its opinion 

“such a result would be only temporary. The contention overlooks the 
fact that, having lost the traffic which could not bear rates 

based on all inclusive costs, the raiWays would lose the con- 

t ibution made by that traffic towards constant costse The 


ailways would also have lost revenue from the highly rated 


lasses of traffic in proportion to the reduction in the rates 
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would the volume of the highly rated traffic increase materially 


because, broadly Speaking, freight charges constitute only a 


‘rates would have only a minor effect on the over all price of, 

and demand for, such goods. The final result, therefore, would be 
that the railway would be left with a smaller amount of traffic 
over which this overhead cost could be distributed. To recover 
these costs, therefore, it is axiomatic that higher, not lower, 
rates would be necessary and the existing rate making principles 
and the present structure in the main would have to again become 
Beerat ive. 

= From the practical standpoint the cost of service 
principle is impossible to apply. It may seem to the superficial 
Observer simple to ascertain what is the actual cost of service. 
In fact, however, the problem of disentangling joint costs 

is one of great magnitude and complexity and unless the volume of 
traffic being considered is a fairly large proportion of the total 
traffic moving over the railway, an allocation of many costs must 
be made on the most arbitrary basis. It has been stated on numerous 
Occasions by accountants and economists that railway operations do 
not lend themselves to cost accounting. 

‘ The railway plant produces a variety of services. There 
are passenger services and freight services. There is carload 
freight traffic and less than carload freight traffic. Services 

of the railway vary. The type of equipment, terminal handling 

and auxiliary services provided by the railway depend upon the 
sommodity. There is the effect of the direction of the flow of 
raffic and the necessity to attempt to balance this flow in the 


aterests of efficiency and overall lower costs. There are also 


easonal fluctuations in traffic and the varying climatic 


; 
Inditions under which the service 1s performed. 
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i) That the cost of service principle for rate making 


purposes is not a workable principle is recognized by the editors of 
miransportation, Its History And Economies" 6th Edition, written by 
Evans and Kirkaldy and published in 1946 by Pitman & Sons. The 


= 
4 


ews therein expressed may be summarized as follows: 
ai 

a) Tie Strict application of charges based on the cost of 

_ service would have the following results: (1) From 

Pe. She point of view of the trader it would not work; it 


ey 
weet. -- 


=f 


~~ 


would place an insupportable burden on some individuals 

A vand some kinds of traffic and would force traffic off 

Fe the railways; (2) from the point of view of the railway 
Managers it would be (a) too complex to be obtained in 

=~ = sufficient detail to be of real value; (b) and if it 

_ Gould be obtained it would ignore the equally important 

We -=principle that, as there is so large an expenditure that 

Seeeeaunot be avoided if the railway is to exist and be worked 

> “at all, it will pay to deal with the traffic from a 

a commercial rather than a scientific point of view and so 

- increase the volume of traffic that dead and unavoidable 

expenses per unit will be reduced to the smallest possible 

- average; (3) under this latter system some traffic may 

2 appear to be overcharged in comparison with other traffic, 

"but in reality it is being carried at a smaller rate than 

a would be the case if the low value traffic were driven from 

the railway by being called upon to bear an arithmetically 

exact share of costs equal to that which the higher value 

_ traffic could bear without appreciable difference or without 
its effect being felt. 


Cost of service, while not the principle on which railway 
bey 


rates are made in Canada, is a factor or consideration in fixing the 
Es. On a given commodity or class of commodities. The principle 
= which rates are made today by Canadian railways is that the 
ceiling for all rates is fixed by the Board of Transport 
missioners in determining the overall level of rates. Below 
that ceiling the railways are free to set rates which do not 


-esult in undue preference or unjust discrimination. 
ria 
The system of rate making used by Canadian railways is 


e "yalue of service" principle. This principle does not result 


| all traffic paying all that it can bear. The principle recog- 


zes varying contributions by different classes of commodities to 


et the overall costs of railway service. Such costs must 


. es. operating expenses, taxes, and a fair return on the value of 
ai é 


‘property devoted to public use. 
ae. 
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1" ‘ F ; 
Under the "value of service" consideration must be 


given to the compensatory nature of the rate. A rate is 


compensatory if it returns something more than the out-of-pocket 
costs, which are the additional costs incurred by the railway in 


handling any particular traffic, 

Special class, commodity or competitive rates are only 
put into effect when there is a necessity to do so. Before such 
rates are put into effect the traffic officers of the railway 


consider the compensatory character of the proposed rate, either 


by reference to statistical averages or special studies. System 
and regional average car mile and ton mile revenues are available. 
Rates are assumed to be compensatory if they exceed these system 
averages, always assuming that the level of rates is such that the 
‘system averages are in themselves compensatory. If the rate 
necessary to move the traffic is lower than these averages, further 
consideration to the matter is given. Special statistical 

studies, taking into account operating factors, are made. Where 

the volume of traffic is substantial, in addition special field 
studies are made. If the special studies disclose that the proposed 
rate is either greater than all-inclusive cost or somewhat higher 
than out-of-pocket cost, it is taken as compensatory. If the 
proposed rate is below out-of-pocket cost, it is the policy of 
Janadian Pacific not to put such a rate into effect. 

Within the upper limit set by the overall railway costs 
nd the lower limit set by out-of-pocket costs, value of service 
is the determining factor. 

That the system of rate making as followed by Canadian 
acific is an effective and proper rate making system, has 


seceived authoritative recognition. For example, the Interstate 


/ issi i i inding Procedures 
iommerce Commission, "Explanation of Rail Cost F g 


i Principles Relating to the Use of Costs" deals with the 


ub ject at pages 17 to 19 and states at pages 18 and 19:- 


OS 


»., "When brought within proper bounds, the'value of 
_ the service’, 1e@., the conditions of demand plays an 
_ indispensable function in the apportionment of constant 
_ and joint costs. It is not just a substitute for inade- 
quate cost data. It means, in effect, taking advantage 
ofa condition of expansible traffic volume where the 
traffic will respond to rate reductions, the results 
being the encouragement of the maximum utilization of 
the Carrier's plant and equipment, the distribution of 
the constant costs over a larger volume of tonnage, and 
the attainment of a lower level of rates on all traffic 
the high-rated as well as the low-rated, than could be 


realized if differences in rates were limited solely to 
mee PRE differences in cost of service. 


The analysis of value of service or demand consi- 

derations is obviously something quite separate and 

-apart from cost analysis. It frequently involves the 
-8ppraisal of economic factors which are much more intan« 
_ gible than those encountered in cost finding." 


QUTLINE SUBMISSION 


General freight rate revisions are required when the level 
Fates authorized becomes unjust. and unreasonable to either shippers 
r the railways on account of changing conditions or cost of 
sportation but these can best be carried out by the Board of 
sport Commissioners within the framework of the Railway Act and 
the light of the knowledge and experience of the Board and its 

A ifs 4 


FURTHER SUBMISSIONS 
In order that freight rates shall remain just and reasonable 
Bee both the shippers and the railways the general level of rates will 
require adjustment at times to meet changing conditions, especially 
in the case of wide changes in the general price level which directly 
iffect railway operating expenses as well as commodity prices. 
Saeed Pacific does not suggest that, in periods 
f rising prices, the increase in the overall level of freight 
ates must necessarily equal the increase in the general price 
pret ; conversely during periods of falling prices the reduction 
ets level of freight rates cannot be in step with price 
juctions. The two must proceed in the same direction, but not 
sessarily in direct relationship to price levels. 
. The Board of Transport Commissioners is equipped to 


ermine from the standpoint of fairness to both shippers and 


railways the necessity for and extent of changes which should 
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be made from time to time in the general level of freight rates 


under their jurisdiction. If free to make their enquiries and to 


render their decisions within a reasonable time, the interests of 


all parties are fully protected. 


OUTLINE SUBMISSION 


LS LCN Sa Pnecenonesoesiceae 


"42. Canadian Pacific submits that in order that rates be just 


and reasonable to the railways, the general level of rates should 
be such as to provide an equitable return on the investment 
-in railway property used in transportation service. 


43. The present Jurisprudence in public utility r i 

holds that historical book pateeas at inventaene Pere a 
evidence for establishing a rate base. The necessary data 

in regard to the investment of Canadian Pacific is available in 
the records of the Company. No need, therefore, exists for a 
prolonged and expensive investigation into the value of the 
property used in transportation service. 


4h In establishing a fair rate of return, the matters to 

be considered include the need for raising new capital in the 
financial markets in competition with other seekers of capital. 
In 1948 the rate of return obtained by the Company on its 
depreciated book investment in railway property was 1.78%, 
"whereas studies have shown that the cost of capital employed 
_in the railway enterprise at the end of 1948 was not less than 
6.52%. The serious handicap facing the Company in raising 

ynew capital under present conditions is indicated by this 

_ comparison. 


| es It is submitted that no amendment is necessary to the 
)Railway Act of Canada to apply the principle of fixing general 
Tate levels on the basis of a fair return on the investment in 
railway property used in transportation service. The determina- 
tion of investment in such property and of the rate of return 
are matters which should properly be left to the Board of 
'Transport Commissioners." 


FURTHER SUBMISSIONS 
In the recent applications of the railways to the 
"Board for general increases in freight rates, Canadian Pacific 


submitted at the outset that it should be allowed a fair rate 


Wof return on its investment in railway property, less deprecia- 
‘tion, and evidence was tendered, which in the 20% Case went 
great detail, to show the amount of this investment from the 


Jooks of the Company. 


There are, of course, several other recognized methods 


which to calculate the rate 


arriving at a rate base upon 


*t return. One is by the use of the existing debt and stock 
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Capitalization of the company, an attempt being made to 


d “Teagan the rate that should be earned by each type of capital. 


petal method is to restate the actual book figures of invest- 
Ss 


ment in terms of the higher value of the dollar existing when 


om investment was made, or in other words, to increase the 


investment by the amount that the dollar h 


y 


in order to maintain a figure of investment stated in terms of 


as depreciated, 


dollars of present purchasing power. A third method, advocated 
in some quarters, is to adjust for the depreciation of the dollar 
panty in respect of the equity capital employed, on the theory 
that debt capital will be repaid in nominal dollars and therefore 
need not be given an appreciated value in nominal dollars. 

Fi nally, there is the method adopted by many tribunals in earlier 
years of making a detailed appraisal of reproduction cost new, 


less observed depreciation, of railway property. 


The appraisal method contains serious disadvantages 
that do not pertain to the other plans. First, a detailed 
valuation of the assets of a company such as Canadian Pacific 
would require at least several years, and would cost many 
millions of dollars. Secondly, many of the valuations would 
undoubtedly be challenged, and the ensuing arbitrations would 
consume additional time and money. It must of course be 

ybvious that an appraisal made on the basis of present costs of 
sroperty, labour and materials would produce a rate base very 

7 above the total of the book investment. 

In the light of these considerations it is not 
irprising that in recent years regulatory tribunals in the United 
tes such as the Federal Power Commission and the Interstate 
mmerce Commission have rejected estimates of reproduction cost 
the ground that they are lacking in reliability and too 


iJectural to have probative value, and have adopted historical 


k records as the best and only reliable evidence for 


bl shing a rate base. This action has been fully sustained 
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by the Supreme Court of the United States, and in Canada the 
example so set has been adopted by at least one public utility 
commission. A concise and learned exposition of the decisions 
establishing this jurisprudence will be fowl in the address 
made to the Board of Transport Commissioners on behalf of 

the Canadian Pacific in the 20% case by Mr. A.J.G. Priest of the 
New York Bar, commencing at p. 3959, 

The book records of the investment of Canadian Pacific 
in railway property used in transportation service are set forth 
in Exhibit (49)-49 filed in the 20% Case, They show that after 
deduction of depreciation, the investment in the railway enterprise 
as of December 31, 1947, was $1,001,337,371. It is upon such a 
depreciated investment base as a minimum that, in the submission 
of Canadian Pacific, a rate of return should be calculated. The 
rate of return would, of course, have to be adjusted from time to 
time te reflect changing economic conditions. 

In dealing with Canadian Pacific book investment 
figures it is important to note that until 1930 in respect of 
equipment and until 1942 in respect of depreciable road property 
the company followed the renewal accounting system. The effect 
of this method of accounting is to produce an understatement of 
the book property investment. This is because expenses are charged 
with the cost of renewal in kind and no increase in the property 
investment on the books takes place, even though the cost ef 
replacement may vastly exceed the original cost of the asset 
being replaced. When depreciation accounting was undertaken, the 
amount of the investment in equipment was restated to original cost 
and a corresponding increase made in the depreciation reserve, 

In the case of road property it was not possible to assess 
exactly the amount by which book cost understates actual cost, but 


it is known te be substantial. This must be so because despite 


interruptions to a minor extent, there has been an almost continuous 


trend of upward prices since the incorporation of the Company in 


1881. 
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It is, therefore, clear that in the case of Canadian 


cific the adoption of a depreciated book investment base is 


fen more conservative than the historical cost base which 
a 
“mow generally adopted in the United States. 


The historical cost base is in turn exceedingly 


onservative as compared with an attempt to measure the rate 
ase in terms of dollars of present day purchasing power. 

*» H. B. Dorau of New York University, an economist with a 
ide experience in public utility matters, who was called as a 
itness by Canadian Pacific in the 20%Case, showed in his 


ibit (49)-90 that this adjustment alone would bring the 


(947 property investment of Canadian Pacific up to $1,870,070,000. 


gain, this method is in itself conservative as compared with 


he adoption of a base which represents reproduction cost. 

here are proponents of all of these methods, but there are no 
uggestions by any authorities that a rate base should be less 
man book investment, where that book investment is less than 
ctual historical cost. 

| With a rate base established, it becomes important to 
xamine the essential elements of a fair return thereon. The 
rinciples laid down by the U.S. Supreme Court in Bluefield v. 
ublic Service Commission (1922) 262 U.S. 679, at pp. 692-4 have 
een accepted as the most complete and authoritative pronounce- 
snt upon this question. The passage referred to reads as 
Dllows : - 


"What annual rate will constitute just compensation depends 
upon many circumstances and must be determined by the 
exercise of a fair and enlightened judgment, having regard 
to all relevant facts. A public utility is entitled to such 
rates as will permit it to earn a return on the value of 
the property which it employs for the convenience of the 
public equal to that generally being made at the same time 
and in the same general part of the country on investments 
in other business undertakings which are attended by 
corresponding risks and uncertainties; but it has no cons- 
titutional right to profits such as are realized or anti- 
Cipated in highly profitable enterprises or speculative 
ventures. The return should be reasonably sufficient to 
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"assure confidence in th 
and should be adequate, 
management, to maintain 
it to raise the money ne 
of its public duties. A 
one time and become too 
Opportunities for invest 
conditions generally . . 


e financial soundness of the utility 
under efficient and economical 

and support its credit and enable 
cessary for the proper discharge 
rate of return may be reasonable at 
high or too low by changes affecting 
ment, the money market and business 


° 


Investors take into account the result of past operations 
especially in recent years, when determining the terms upon 
which they will invest in such an undertaking. Low 
uncertain or irregular income makes for low prices for the 


securities of the utility and higher rates of interest to 
be demanded by investors", 


rs For the purpose of the 20% Case two extensive studies 
were made on the basis of these principles. The first ae by 

Mr. Northey Jones, of the firm of Morgan, Stanley & Co., whose 
evidence will be found commencing at p. 2452 of the transcript 
Bepreat case. His approach was to determine the rate of return 
that Canadian Pacific would require to enable it to re-establish 
its credit in the money market and finance its needs through the 
issue of debt and equity capital. The outcome of this study was 

a minimum figure for rate of return of 6.6% on the net investment 
in railway property at the time the study was made. 

ie, The second study was that of Dr. Dorau, Professor of 
Economics, New York University, whose evidence commences at 

Be 2/32 of the transcript in the 20% Case. Dr. Dorau's view, after 
Beral examination of all the important economic factors bearing 
pon the question, was that a fair and reasonable rate of return 
upon the net railway investment of the company would be 8.2% 

t the ne, ee study was made. 

In the Ottawa Electric Case, (59 C.R.T.C. 136), the 
3oard of Transport Commissioners allowed a rate of return of 5.6% 
Ban undepreciated rate base. This would be the equivalent of 
25% on the depreciated rate base of the Canadian Pacific of 

out one billion dollars. The Interstate Commerce Commission, 
S parte 166 (April 1948 - 270 I.C.C. 403), in awarding 


general increase to United States roads, provided a rate of 
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turn to Class 1 U.S. Roads of 5.7%, 
yidence in the 20% Case ( 


In view of Dr. Dorauts 

P+ 2741) that the cost of money in 
anada currently exceeded that in the United States by about 

1e half of one per cent, the decision of the Interstate 

oe Commission if applied in Canada Might be taken as a 

e Rhdent for allowing the Canadian Pacific a rate of 6.2% 

r ‘its depreciated investment. Incidentally, the rate base 

Se by the Interstate Commerce Commission in the last two 

eneral increase cases has been historical cost, less book 
eciation. 

Dr. Dorau, in his evidence, also showed by Exhibit 
9)-78 in the 20% Case, that the average rate of return in 1947 
Beica by Canadian Industries other than railways was more 

han 12% on the undepreciated investment base. 

It should here be recalled that in contrast to these 
es, the Board in the 21% Case allowed a level of rates which, 
n the case of Canadian Pacific, would result in a rate of return 
n its depreciated base of only 5.2%. However, the rate of 

eturn actually received by the Company in 1948 was 1.78%. 
adian Pacific submits that in the circumstances the return 


hat resulted from the Board's judgment in the 21% Case was too 


The Board's discretion is not limited by the Railway 
st as to the manner in which it may determine a just and 
asonable level of rates. On the other hand it would be highly 
desirable in the interest of the economy of the country, 
etiuenced by the financial well-being of its railways, to 
pose any limitations upon the Board's discretion in this 


spect. 
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OUTLINE SUBMISSION 


COMPETITIVE RATES 


46. Competitive rates are made for the sol ini 
oes = € purpose of obtainin 
traffic that otherwise would be lost to the pe The a 
of a competitive rate is not set by the railway but by the 
competition. A railway has, and necessarily must have, the 

eee See, and pecerasne lity of deciding whether to establish 

a competitive rate or forego the revenue which i 

from handling the traffic, MN 


p/o AS Competitive rates 

traffic on which they are t 
Maxima to intermediate poin 
sxist. 


are made with particular regard to the 
Oo apply, they cannot be applied as 
ts where similar competition does not 


‘€ 


LE 0 When a railway, by reducing a rate to meet competition, 
secures or retains some remunerative traffic that it would not 


lerwise handle, there is benefit both to the shipping public 
and to the railway. 


49. In such circumstances a community, in which the railway 
joes not have to compete with other transportation agencies, does 
aot suffer when the railway establishes competitive rates in 
another area. The lower level of transportation charges in the 
petitive area would be effective there even if the railway had 


x” c o 0 
not found it necessary to reduce its rates in order to secure or 
Petain traffic. 


902 An application of these principles is found in 'trans- 
continental rates’ in effect between Eastern Canada and the 
Pacific Coast. These rates were established to enable the railways 
to secure traffic that would otherwise move by water carriers. 
These rates do not and should not apply to intermediate points, 
although in all cases the rate to the intermediate point should 
hot and does not in any case exceed the sum of the competitive rate 
Lo the point beyond plus the rate on the return haul to the inter- 
Mediate point. Competition forces exceptions to the long and 

short haul principle of rate-making and this is duly recognized 

Pa Section 314(5) of the Railway Act. 


HL o Canadian Pacific submits that the principles governing 
;ompetitive rates as provided in the Railway Act are sound and 
iO amendments are necessary or desirable." 

FURTHER SUBMISSIONS 
Competitive rates are published to meet the competition 
f£ trucking companies, water lines, short line competition 
f other railways and market competition such as the competition 
the United States or European producers in the Canadian market. 
4 In a number of the submissions made to your Commission 
din the discussions at the hearings, it is quite evident that 


ere is an assumption that competitive rates in Eastern Canada 


7 


~"71l. 


and particularly the Provinces of Ontario and Quebec are unreasonably 
low and in some cases at least, do not pay their out-of-pocket costs. 
tb Will be, of course, important to determine whether this is 

true or not. It would be impossible for any Commission or for any 
group of individuals to determine definitely that there are no such 
cases but it is quite possible, as will be shown in the course of this 
submission, to arrive at a conclusion as to the large body of 
competitive rates. Canadian Pacific submits that, on the whole, 
competitive rates are on a compensatory basis. 

In any consideration of the question as to whether 

rates are compensatory, it is important to bear in mind the distinction 
between less than carload and carload rates. Traffic moving at 
earload rates is by far the larger in volume and produces by far 

the greater revenue as compared with less than carload traffic. 

This is true eras or not we are considering the matter of 
competitive rates. Less than carload traffic moves in much smaller 
quantities. In fact, in the year 1948 the average loading of less 
than carload traffic was 4.78 tons as compared with approximately 

36 tons for carload traffic. On the other hand, the average revenue 
per ton mile on less than carload traffic is more than four times 

the average revenue per ton mile on carload traffic. 

Less than carload traffic is handled through freight 

sheds whereas carload traffic is usually loaded or unloaded on 
hippers'! sidings or team tracks by the shippers and consignees. 

the result, freight shed costs are always incurred by the railway 
| handling less than carload traffic and are very infrequently 
meurred in handling carload traffic. 

It thus becomes apparent that substantial costs are 


curred in the handling of less than carload traffic as compared 


th carload traffic. It is no doubt for this reason, among 


lers, that the same commodity carried in less than carload 


ntities takes a higher rating in the Classification. The 
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‘obability is, as will be later developed in this submission, 
nat if any competitive rates can be considered as too low to meet 


at of -pocket costs incurred by the railway they will be found in 


ne competitive less than carload rates, 
) 


ee: There was evidence in the 21% Case given by Mr. Knowles 
pa in the case of the Canadian National, competitive traffic 
ecounted for about 16% of the total revenue. There has been no 
nformation developed in detail as to the proportion of this 16% 
nich is represented by less than carload business but it must be a 


atively small proportion of it. It is thus clear that if the 


less than carload competitive rates prove in some cases to be non-= 


ee ! ee a 


sompensatory when measured in terms of out-of-pocket costs, they 
ust inevitably apply to traffic which is a very small proportion ; 
P the total traffic of the railways. 

It should be pointed out that generally speaking, the 

Less than carload competitive rates are effective in those areas 

in which the movements are relatively heavy and the loading per 
car for less than carload traffic is accordingly much higher in 

shese areas than the system average of 4.78 tons. This aspect of 

ae matter will receive closer attention as the submission 

roceeds. 

As will be shown, less than carload traffic as a whole 

BE tices on the average revenue of only 21.4¢ per car mile, but 

1 many cases in the areas where competitive rates are to be found, 
:.. mile earnings on less than carload traffic are found to 

qual and even exceed car mile earnings on some categories of car- 
traffic. 


- The growth of motor truck competition was most marked 


the peutod beginning about 1930. This coincided with the great 
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pression which began in that year and lasted for approximately 


ght or nine years. During this period not only was the cost of 


eh . 
ilway Operation on a much lower level but the amount of traffic 


arried by the railways declined to an even greater beteee In the 


esult, therefore, the railways had capacity which was to a large 
ktent unused and at the same time substantially lower wage and 


aterial costs. It was therefore inevitable that there should 
ave grown up in that period a very large number of competitive 
es. It should occasion no surprise that this centred to a 


arger extent in Eastern Canada than in Western Canada. This was 
lue to the greater density of population, the greater volume of 
ommodities susceptible to truck competition in Eastern Canada, 
she proximity of cities and towns in Eastern Canada to one another 
nd the development of a network of surfaced highways as well as 
me presence of the great waterway provided by the Great Lakes and 
he canal system in Eastern Canada. 

oth When economic conditions changed and the war intervened, 
he railways were prevented from increasing their competitive | 
ates by Order No. 92 of the Wartime Prices and Trade Board made 
ursuant to Refers: n> bane P.C. 8527 and P.C. 8528, dated 

svember 1, 1941. By the time these Orders-in-Council came into 
Pfect only a few adjustments had been made in competitive rates to 
et changing conditions. Order No. 92 remained in effect until 
ptember of 1947 and since that time substantial increases have 

fn made in competitive rates in both Eastern and Western Canada 
pei as in the transcontinental rates. The process of adjusting 
ese rates upwards in view of increased costs of operation, as well 
the changing conditions in regard to competition itself, is 
tinually going on. Apart from an increase in competitive 

@s of 15% in addition to the general increase of 21%, there have, 


the present, been a number of other increases in these rates 
bed te | 


@ number of them have been cancellede 


= Er 


As to the compensatory character 
of carload competitive rates 


p The Table at pp. 56- 


61 of the Appendix contains data 
with regard to representative carload movements in both Eastern and 
Western Canada which move at rates published to meet motor truck 
and/or water competition. The Table shows the length of haul, 

the rate charged, the minimum weight under the tariff, the average 
loading per car and earnings per car, per car mile and per ton mile. 
ne rates applied were those in effect prior to the increase awarded 
= Board on September eend, 1949. 

: The movements listed in the Table were not selected with 
‘the idea of showing only rates which are compensatory. The movements in 
Bestern Canada were picked at random from the tariffs after which 

the waybills were obtained from the Accounting Department records, 
Bihese waybills were checked and the average weight taken for the 

first ten cars shipped in the year 1948. In a few cases the entire 
movement for 1948 was taken where the total movements amounted to less 
than ten cars. 

In the data for Western Canada the average loading 


per car is based on the actual loading for all cars shipped in a 


period of one month, but not less than 10 cars, for representative 
movements subject to motor truck competitive carload rates contained in. 
all items in the tariffs. 

fa The following summarizes the data thus shown in the Table 
and compares the average hauls and the average revenue per car mile 
with the system average for all traffic carried by the Canadian 
Pacific in 1948: 

Average Revenue at Motor Truck System Average Rev- 


and/or Water Competitive Rates enue for Year 1948 
Average Per 


Average Average Per Car Average Car Mile 
Haul  §§§ _Mile Revenue ~Haul__ _Revenue _ 
astern Region 293.9 62 .4¢ 298.7 36.3¢ 
estern Region Lo Roo 85 .8¢ 43409 34 0O¢ 


= 221.8 64.5¢ 420.0 35.0¢ 
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it can readily been seen that these rates are 


,» generally 
speaking, 


Pacific, 


compensatory because they are returning to the Canadian 
revenue substantially in excess of the system average, 


This, though surprising to some, is true because the traffic 


which is susceptible to competition is by and large the highly 
rated traffic and a reduction in rates on this traffic can 
‘therefore be made in most cases without reducing the revenue 
per car mile or even the revenue per ton mile to a point below 
the system average, 

oS There are, however, a few items in the Table to which 


attention is drawn, For example, the movements of automobiles are 


a 


the only movements which yield substantially below the average per 
car mile revenue. A shipment of automobiles from Windsor to 
Montreal yielded earnings per car mile of only 22.2¢ and shipments 
from Oshawa to Quebec yielded only 20.7¢ per car mile whereas 
shipments from Oshawa to Three Rivers yielded e2.7¢ per car mile. 
it should be noted, however, that the ton mile earnings on this 
traffic vary from 4.17¢ per ton mile in the case of the Windsor 

to Montreal shipment, to 6.67¢ per ton mile in the case of the 
Oshawa to Three Rivers shipments. Low car mile earnings are 
therefore obviously due to the low average loading per car. 

The normal rate on automobiles as established by the 
Classification is the first class rate with a minimum load of 
10,000 lbs. per car. The first class rate for the distance from 
Nindsor to Montreal is $1.31 per hundred pounds and a shipment 
weighing 10,657 lbs. such as that shown as the first item of 

he Table would yield only 24.6¢ per car mile. This compared 

ith the competitive rate of $1.18 per 100 lbs. and a car mile 
arning of 22.2¢ 

4 Examples will be found in the case of cheese, printing paper, 
a chips and apples in regard to which the car mile earnings are 


ightly below the average for the Eastern region. Of these 
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movements your Commission will also note that the ton mile 
earnings are well above the averace except in the case of 

j printing paper. 

However, while these movements show car mile earnings 
of 35.8¢ for cheese, 33.5¢ for printing paper, 30.8¢ for soap 
chips and 34.1¢ for apples, these are only slightly below the 

' Eastern average and in considering whether they are 
compensatory, regard must be had to the length of haul. Short 
hauls at low car mile earnings might not be compensatory whereas 
long hauls with the same car ‘mile earnings might be compensatory. 
Your Commission will note that the average haul in the Eastern 
Region is 298.7 miles whereas the examples show a haul of 807 
miles for printing paper, 506 miles for soap chips and an average 
of 328 miles for the four apple shipments. While it cannot be 
said that these are average hauls for these commodities at 

these rates, it has to be borne in mind that the rates on these 
commodities for shorter hauls would yield higher car mile and ton 
Mile earnings due to the tapering principle, i.e., rates are 


relatively lower for longer than for shorter distances. 


Rates published by the railways to meet water competi- 
Bion are maintained during the season of open navigation, 
generally from April 15th to November 30th of each year. 

Rates published by the railways to meet motor truck 


competition, with a few exceptions, are generally in effect 


throughout the year as the highways are to a large extent kept 


ypen during the entire year. 
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Contrary to the opinion which seems to prevail in certain 
quarters, the railways do exercise a great deal of supervision 
with respect to rates which are published to meet motor truck 

and water competition. This is Simply a matter of good business. 
Following the increase of 15% in these rates in September 
1948, a survey was made of all competitive rates to determine what 
further adjustments could be made due to changing conditions. 

As a result of this survey many hundreds of these rates 
were found to be unnecessary to meet competition and were cancelled, 
allowing the normal rates to apply. In some cases there was no 
movement under such rates and in other cases the competitive rates 
Beare approximately the same as the normal rates due to the additional 
15% increase referred to above. 

In other cases it was considered that due to the ace 
costs of competing carriers, many increases could be made, some of 
a substantial amount. 

When competitive rates are reviewed and a decision is 
reached to allow the competitive rate to remain unchanged, the 
Canadian Pacific has satisfied itself that not only would an 
increase in rate result in a loss of traffic but also that the rate 
as it stood was reasonably compensatory. In this connection, the 
practice followed by the traffic officers of the Company in 
determining whether a given rate is compensatory is to consider, 
among other things, the car mile and ton mile earnings, the length 
of haul, and the volume of traffic involved. If the car mile and 
ton mile earnings are at least equal to the average of the earnings 
on the system, it is considered that prima facie the rates are 


compensatory. In marginal cases such matters as length of haul, 


There is, however, one class of rates which, in the 


lew of Ganadian Pacific, may not all be compensatory rates. These 
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are the "At and East" grain rates, These rates apply to the move- 
ment of grain from the so-called "Bay" ports, that is to say, Port 
McNicoll, Midland, Owen Sound and Goderich. Such rates are control- 
pee during, the summer months by water competition on the Great Lakes — 


al 
and St. Lawrence River. In the winter months, on the traffic moving 


_ 


¢, 


t 60 Saint John, N.B., such rates are controlled by the competition 
by, 

provided by the United States lines and their rates from Buffalo to 
New Bork, “ihe "Mileage from Port McNicol] to Sainte donn gen eeeia 


519 miles greater than the mileage from Buffalo to New York. 


aS In the summer months the grain is shipped to St. Lawrence 


a 


ports for export and when the shipping season is over at those 
ports all the shipments move to Atlantic ports. The rate to Montreal 


and Quebec from the Bay ports is 18.17¢ per 100 pounds. The rate 


to Saint John is the rate from time to time applicable from 


“Buffalo to New York, which at present is 19¢ per 100 pounds. 
or, a.) 


RATE ON WHEAT, IN BULK, FROM PORT MCNICOLL, ONT. TO 
MONTREAL QUE. _AND WEST SAINT JOHN, N.B. | FOR _EXPORT 


RATES AND EARNINGS 
From Port McNicoll 


To West 
To Montreal Saint John 

Miles 448 ~ O15 
Averaze bushels per car se Loe 
Average weight per car 105,000 105,000 
Gross rate (ayo * Lea 7¢ Stall devoog | 
Earnings per car $190.79 $199.50 

Less elevation charge at 

Port McNicoll - per car § 17.50 $ 17.50 
Less elevation charge at 

ie - per car $ 13.13 “ 

Less switching at 

Montreal - per car $ 6.00 2 

et earnings per car $154.16 $182.00 

| 3h Ad 19.94 


st earnings per car mile 
ee. 

: : 38 
t earnings per ton mile 664 3&¢ 


.) "At and East" rate which includes cost of elevation at Port 


_McNicoll and Montreal. 
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The net earnings per car mile from Port McNicoll 68 
Montreal are approximately at the 1948 system average of all traffic. 
The net earnings per car mile from Port McNicoll to 
West Saint John are substantially less then the average, namely 
19.9¢ aS compared with the 1948 average of all traffic of 35.0¢ 
per car mile. 
The above table shows that the ton mile revenue from 
Port McNicoll to Montreal is .66¢ but to West Saint John is only 
238¢. In view of both the car mile and ton mile earnings it 
would appear that the rate from Port McNicoll to Montreal returns 
at least out-of-pocket costs but the rate to West Saint John does 
not provide sufficient revenue to meet out-of-pocket costs and is 
carried at an operating loss. 
It should be borne in mind that the grain shipped 
from the Bay ports to the Atlantic ports for export must be 
looked at as part of a through movement from Western points which 
comes to Fort William by rail and is carried from Fort William 
to the Bay ports by water. In the result, it might be expected 
that the rates from the Bay ports would reflect to some degree the 
tapering which is an accepted principle with regard to long hauls 
(See 33 C.R.C. at p. 172). However, this does not in itself justify 
a non-compensatory rate. 
. There are the following factors to be considered in 
assessing the propriety of such rates:- 

(1) The low rates to Saint John are necessary if 
Saint John is to be maintained as a port through which 
the export of this grain traffic can move in competition 
with the United States Atlantic ports. This has been 
looked upon as a matter of national importance and the 


policy of making low rates to the Maritime Atlantic ports 


has been recognized for many years (See 33 C.R.O. at. po D727, 


(2) Apart altogether from the importance of keeping 
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the Maritime ports as the ports through which, during the 


winter months, the Eastbound export traffic and the Westbound 


import traffic could move, the movement of grain through 


‘Saint John, N.B. provides traffic for ships which would not 
otherwise call at Saint John but which might otherwise call 
at the United States Atlantic ports. In this event, the 
probability is that the Canadian Pacific would lose a very 
considerable amount not only of import traffic, but also 

export traffic, other than grain, if it were not able to 
provide outbound cargoes of grain, 

wep it. is at least a probability that if the movement 

of traffic during the winter months were not maintained 

‘through the port of Saint John as well as the port of 

Halifax, there would be a decreasing movement through 

the ports of Montreal and Quebec during the summer months. 
Canadian Pacific, apart from the foregoing, does not 
seek to justify the rates to Saint John on grain from the Bay 
ports for export. . 
During the Saint John shipning season 1948-49 from 
November to April inclusive, 4971 carloads of export grain were 
moved to Saint John from the Bay ports. Export traffic other 
than grain from the Bay ports during the same period through the 
port of Saint John amounted to 14,910 carloads. It thus appears 
that about 25% of the export movement through Saint John 
consisted of grain from the Bay ports. On the other hand, there 
were received through the port of Saint John during the same 
yeriod 7,775 cars of import traffic. Thus the movement of Bay 
sort grain through Saint John comprised 18% of the carload 


lovements both export and import moving through the port of 


int John in that period. 
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Less than carload competitive rates: 

In the case of less than carload competitive rates, car 
mile earnings cannot be calculated except on a statistical basis. 
_In any case they are, as a whole, substantially below the system 
average because the average loading in less than carload movements 
is low. Ton mile earnings are, however, an important consideration 
“in the case of less than carload rates, 

Considering the relatively short period of time that 
has elapsed since the price ceiling restrictions of the Wartime 
Prices & Trade Board were removed in September, 1947; the fact 

the Board refused to permit increases in competitive rates pending 
Scheir decision in the 21% Case; the large number of tariff items 
involved; and the great amount of detailed investigation necessary; 
q it cannot be fairly stated that the railways have, in any way, 
been negligent or dilatory with respect to eliminating or 
increasing motor truck or water competitive rates after the 
competition had wholly, or in part, disappeared. In fact, it is 
quite apparent that the contrary is the case. 

The Table which follows shows the tonnage, revenue, ton 
miles, average rate per ton and average rate per ton mile, of less 
than carload traffic compared with carload traffic, for the year 
1948: 

TABLE 1 


System - Rail Lines Only 


Less than 


carload Carload 
traffic Trariac Total 
1,595,480 58 4bd , 353 60 ,036,833 


$29,760,011 $256,144,339 $285,904,350 
Tons one mile (thousands) x 680,697 rar Terie 25,218,400 
q $ 18.65 $ 4.38 $ 4.76 
4 .37¢ X 1.04¢ 4.13 


Average rate per ton 
Average rate per ton mile x 


'=- Estimated. 


_ nh) iD se a 
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The figures shown above are actual, except that the fi ir 
of ton miles and the average rate per ton mile for L.C.L. and 


arload traffic were estimated, as no segregation of the totals 


in this respect are available in the Company's records. 
a The figures of ton miles for L.C.L. and carload traffic 


ere estimated on the assumption that the ton miles in each case 


would have the same relationship as between carload and less than 


farload traffic as the tonnage: that is to say, that the average 
haul would be the same for carload as for less than carload traffic. 
This Table shows that the average revenue per ton mile 

less than carload traffic is more than four times the average 
revenue per ton mile for carload traffic. This is due to the 

n higher rates applying to less than carload traffic, 

Table 2 following is a comparison of loaded car miles, 

“evenue and average revenue per loaded car mile of less than 


sarload traffic with carload traffic, for the year 1948: 


pre TABLE 2_ 


System - Rail Lines Only 


Less than 
carload Carload 
traffic traffic Total 
soaded car miles x 138,867,827 x 678,001,744 816,869,571 
levenue # 29,760,011 $256,144,339  $285,904,350 
verage revenue per 
loaded car mile x 21.4¢ x 37.8¢ 35.0¢ 


= Estimated, on the assumption that the length of haul would 
be the samie for carload as for less than carload traffic. 

Table 2 shows that the average revenue per loaded car 
le for L.C.L. traffic is 21.4¢ as compared with 37.8¢ for carload — 
affic. This is due to the fact that the average loading per car 
= than carload traffic is much less than for carload traffic. 


¢ ample, in the year 1942 the average loading of L.C.L. was 


: - > 
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ae 


4.78 tons and that of carload traffic 35.97 tons per car. This 
calculation is based on the number of L.C.L, merchandise cars 

and carloads divided into the actual number of tons of L.C.L. and 
carload traffic handled. 

The lower averages for less carload traffic than for 
earload traffic are due primarily to the light loading of sdvadt ia 
ae "way-freight" cars moving to and from the smaller stations. 
While such way-freight cars account for a substantial agzregate 
mileage, they handle a relatively small amount of the total of 

all less than carload freight, because the bulk of this traffic 
moves between the larger centres where the loading is substantially 
heavier with consequent higher earnings per car and per car mile. 
The Tables at pp. 62-65 of the Appendix shows typical 
movements of L.C.L. merchandise cars from the larger cities to 
representative destinations, in the month of June, 1949. The 
length of haul, average weight per car and earnings per car and per 
car mile are shown, The earnings had of necessity to be estimated, 
The estimates are based on 2nd Glass rates; less than carload 
"all-commodity" rates; or the Group 2 P. & D. rates where they are 
lin effect. It is considered that 2nd Class and P. & D. Group 2 
rates represent a fair average. Where pick-up and delivery service 
is authorized, the costs of such service at origin and destination 
have been deducted. 

The results shown in the table do not reflect actual 
revenues from and to the specific points shown, inasmuch as the 
average weights per car include some "tranship" freight, and in 


addition, average rates had to be used because the actual revenue 


On the "tranship" freight the full local rate from and 


the Table would not apply, but rather 
the Table 


9 the points shown in 


-: j : * + +; 
ivision based on mileage for the distance Snown in 


a eS 


ee 


f the through rate from original Shipping point to destination, 


... allowing for this, however, it is considered that the earnings 


1 the straight L.C.L. merchandise cars from and to the larger 


entres as outlined in the Table would Still be compensatory, since 


reat majority of the movements yield car mile earnings in 


Bebe5 of the average car mile earnings for carload traffic, 


E In the c 


7 = 


ase of heavy traffic in one direction necessitating 


= 


sn empty car movement in the opposite direction, it is customary to 


d the merchandise cars with less freight in the direction of light 
ement than in the direction of the heavy movement, rather than 
urn more empty cars, as such practice facilitates the loading of 
the merchandise at lower cost. For example, the movement of 
nerchandise from Eastern Canada to Western Canada during the 

=~ grain’ shipping season, Dekies account of the preponderence 
loaded cars eastbound and empty cars westbound, Were it not 

bP: this fact, the merchandise cars shown in the Table in some 


t 


cases might have been loaded even more heavily. 

@ The Tables at pp. 66-71 of the Appendix show a 

Statement of the loading weight of so-called "way-freight"™ cars 
from Montreal, Toronto, Winnipeg, Regina, Moose Jaw and Saskatoon, 
‘algary, and Vancouver to representative destinations. 

While the average loading for the way-freight cars is sub- 
tantially lower than the loading per car of straight merchandise 
ars or carload traffic and the earnings thereon may be considered 
3 non-compensatory, the service these cars perform is of great 
mportance to the communities they serve, particularly those 

cated in areas where no other form of transportation is available. 
| It is impracticable to show the earnings per car and per 

r mile for the way-freight cars as the weights shown are the 
iyi loading weight of shipments to the destinations shown, as 
il as to intermediate points, and furthermore, such cars may 


9 


k up additional L.C.L. shipments at stations along the line for 


- 
nts beyond. 
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Pick- p_and delivery rates apply only to less than ecarload 
sight and are designed to provide door to door service in order 


meet truck competition. Such service is, however, confined 


> the corporate limits of the city or town of origin or destina- 
ion at which contracts have been made with cartage agents. 


In Ontario and Quebec pick-up and delivery rates are 


jublished between all stations in the area Windsor-Sault Ste. 

ie . ‘ 
» Ont. and east to and including Quebec and Megantic, Que., 
cartage arrangements have been made, In this area point to 
6int rates are published on various commodities in less than 


sarloads in four columns, namely, Columns 1, 2, 3 and 4. These 


ick-up and delivery rates are not governed by the Canadian 


reight Classification. The tariff contains a list of the 
Seeodities on which the rates in Columns 1, 2, 3 and 4 apply. 
nese column rates were based on Schedule "A" first; second, third 
nd fourth class rates except that for distances over 375 miles, 
wbitraries were added varying from 4¢ to 10¢ per 100 lbs. 
epending on the measure of the rate. These column rates were 
peased by 15% as a result of the increase in competitive 

in September 1948. 

In the P. & D. tariff, in some instances, commodities 
re given one class lower than the Canadian Freight Classifica- 
on rating and, in addition, the Classification packing require- 
ents have generally been waived. This was found necessary as 
= trucks were, in many cases, handling soods at rates lower 

an the railways class rates without the packing requirements. 
MAll-commodity" rates applying on less than carload 
sight, including pick-up and delivery service, for application 

| r are published between Montreal and Toronto. 


‘ing the entire yea 


present rates are 84¢ per 100 lbs. on shipments weighing 5,000 
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» Or more, and 98¢ per 100 lbs. 


000 lbs. 9 


7 


when the weight is less than 


forwarded from one consignor to one consignee. 
a "All-commodity" rates applying on less than carload 
eight, including pick-up and delivery service, 


are also published 
etween Toronto and Fenwick, Port Colborne and Welland, Ont. in 
mnection with the T.H. & B, Ry. at 41¢ per 100 lbs. on shipments 
Weighing 1,000 lbs. or more and L&¢ per 100 lbs. on shipments 
@hing less than 1,000.lbs. These rates were established to 

eet the competition of the Canadian National Steamships across 
ake Ontario. 
3 Within New Brunswick and Nova Scotia and within Western 
mada, the pick-up and delivery service is performed at the usual 
s than carload rates. 

In Western Canada there is also in effect a special 
bariff applicable between stations Murillo, Ont. west to Canmore, 
Kita. These are mileage rates for distances up to 400 miles on 


> groups of commodities in less than carloads, including pick- 


gteage class rates for Classes 1, 2, 3 and 4 up to 380 miles 

R a slight modification between 380 to 400 miles. 

The tariffs which provide for pick-up and delivery 
service on less than carload traffic are restricted in their 
plication so as not to apply on large and bulky articles such 
s freizht in bulk, boats, household goods, livestock, explosives, 
ee. which are not susceptible to truck competition. 

; The following is a comparison of Canadian Pacific 
syenue derived from the handling of less than carload traffic 
th the actual expense incurred in performing pick-up and 


livery service for the years 1940 and 1948: 


Percentage Relation- 
ship of Pick-Up and 


rh Delivery Expense to Total 
Than Pick-Up and - = 
Sepa Revenue Delivery Expense. Lessubhan cartead per 


$ 11,999, 386.00 $ 924,824.31 7.70% 
$ 29,760,011.00 $ 2,525,660.73 8.48% 
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While the amount expended in performing the pick-up a nd 
aCe e 


ery service may seam fairly substantial, it is only a ”" 


re 


tively small percentage of the total earnings on all less 


| carload traffic, the bulk of which moves at pick-up and 


-—" ~A oe 
very rates, 
. . 


The expense of performing pick-up and delivery service 


s not form a disproportionate part of the revenue obtained 


pe the handling: of less than carload traffic, 
At pp. 72-79 of the Arpendix is a statement of less than 
aad pick-up and delivery competitive rates from and to 
sentative points in Eastern Canada and in Western Canada, 
owing revenue per ton and per ton mile after deducting cost of 
he pick-up and delivery service. It is not possible to show car 
le earnings Since the calculations are made from the rates and 


@ loading of the cars could not be estimated, 


eed Charge Tariffs: 
Part V of the Transport Act, 1938, (2 Geo. VI, Gap. 53) 
Vides for the making of "Agreed Charves" whereby a carrier 
Fmake such charze or charges for the transport of the goods 
ly Shipper or for the transport of any part of his goods as 
ay agreed between the carrier and that shinper. 
| Any Agreed Charge reouires the annroval of the Board 
Transport Commissioners before it may be made effective and 
be for such period as the Board thinks fit. 
The Board will not approve any Agreed Charge if in 
opinion the object to be secured by the making of the agree- 
ean adequately be secured by means of a special or competi- 
tariff. The object being to hold the traffic to the railway, 
ablication of ordinary competitive rates often is merely 


oe the shipper to bargain for lower rates with competing 


riers. The advantage of the Agreed Charge is that it binds the 


reeing shipper to ship his traffic or a specified proportion of 


'y by rail for the term of the agreement . 


Particulars of any Agreed Charge must be lodged with the 


yard within seven days after the date of the 


- 


fan application to the Board for its approval of the Agreed 


agreement and notice 


large must be fiven at least thirty days before the hearing 

9y publication in the Canada Gazette and in such other manner 

s the Board may direct, 

Under the Act, the Board may not approve an Agreed 

rge applying between competitive points unless joined in by all 
Ompeting carriers by rail. 

a Agreed Charges must be expressed in cents per 100 lbs. or 
Bther units as the Board may approve, and be the same for one car 


as for any greater number of cars, 


Any shipper who considers that he will be discriminated 


acainst may object to the making of such Agreed Charge, or may 
apply to the Board to fix a charge for his business, subject to i 
ie same terms and conditions as the Agreed Charge complained of, 
The Board, in General Order No. 581, dated January 21st, 
1939, directed that notice of application, accompanied by copy of 
the agreement, in addition to being published in the Canada Gazette, 
suould also be sent to various Boards of Trade and Chambers of 
fommerce throughout Canada, as well as to the Canadian Manufacturers 
issociation, Canadian Industrial Traffic League, Canadian 

Bet ermen's Association, Transportation Commission of the 

laritime Board of Trade, Western Manufacturers Association 


. : sail ions wh irect] 
ad any other companies or organizations who may be directly 


terested. 


; These regulations unquestionably serve to protect fully 
S.. 


fe interests of the shippers and of competing carriers. The 


* 7 : - f « f 
mest publicity is given, well in advance, of any proposed 
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ed Charge, and there is every opportunity for all shippers 


jake sure that no undue preference or unjust discrimination 
result. 


A shipper with only a small volwe of traffic has the 


tunity of obtaining the same charge as a shipper with a large 


ume of the same commodities, 


ry) 


either through negotiating an 


eed Charge with the railways or by applying to the Board to 


a charge "fixed" for his business. 


On any application for an Agreed Charge the Board must 
fe regard to all conditions which appear relevant and in 
acular to the effect which the Agreed Charge is likely to 


i, Or has had, on the net revenue of the carrier and on the 


z - 
Baness of any shipner who may object. : 
Agreed Charge tariffs have been published by the railways 
approved by the Board on the following commodities moving to 
Hirom specified points, or within specified areas: 
\ fae 
Butter 
Advertising Matter and Sanitary Supplies, E.C.L. 
: Coal and Briqguettes 
' Lumber and Forest Products . 
Petroleum Products 
Disrntectants and Sanitary Supplies = L.@cL, 
Bees ~- L.C.L. 
Latex 
salt 
The Appendix at p. 80 shows particulars of representative 
» 
gyvements under Agreed Charge tariffs in both Eastern and Western 
maa, namely, length of haul, the Agreed Charge, the average | 
. | 
mang per car and averaze earnings per car, per car mile and | 
ton Mile. Summary of the averaze haul and average per car 
® revenue for the movements shown in these tables for both i 
: 
Sern and Western Canada as compared with all traffic for the 
¢ 
S19L8, is as follows: 
; Average Revenue at Average Revenue for all 
Aereed Charze Rates Traffic Year 1946 
ma ~ Average Per Average Per 
Averaze Car Mile Average Car Mile 
igul__ Revenue __-_Haul __ Revenue _ 
ae 20 SL Ad 298.7 36.3¢ 
rn Canada 222 «| Ob oh § 
arn Canada 177.4 102. 3¢ 


109.7 81.24 420.0 35.0¢ 


ee, ity 3 


It will be seen that the average per car mile revenue 


Agreed Charges is Substantially in excess of the average 


7 
ar Wile revenue for all traffie for the year 194? and they 


therefore be taken as compensatory, 


" 
& 


eeoecominental ates are published between points in Eastern 


ida On the one hand and British Columbia coast points on the 


The westbound commodity rates are published in Canadian 
bight Association Tariff No. 1-J and the eastbound commodity 


an Canadian Freight Association Tariff No. 1O1-H. 


These rates apply on various commodities, in carloads, 
i since they are competitive rates, do not apply from or to 


Bermediate points. 


The westbound transcontinental tariff contains approximate- 


131 Commodity items and the eastbound tarif? approximately 


conmodity items, 


; The transcontinental commodity rates from Eastern Canada 


) British Columbia coast points were established to permit the 


ilways a meet competition actual or potential via the Panama 


ms, 


Mal and to permit shippers in Eastern Canada to move their 
@ducts to British Columbia coast points in competition with 
Baa; products from European countries moving all water from ; 
rope to Vancouver, as well as the competition from United States 
igins. 

a The enstbound transcontinental commodity rates were 
jablished to enable the railways to compete with the all-water 
# also to permit the products of British Columbia to reach 


@ consumins centres in Bastern Canada in competition 


re 
* ilar products from the United States and Europe. 


| 7 
Transcontinental commodity rates lower than rates $o and 


; ; * « , } =) j 4 f gre-= ~ 
antermediate points have been in effect for a great many years, 


te te rom Eastern United States arm 
mo August, 1906, the rates from 


ar « 
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ern Canada to British Columbia coast terminals were subject 


me rary of 5¢ per 100 lbs. hirher than the pates Prom the 


© Origins to Seattle, Wash. 
I 
Pe ~The reasons for the higher basis to British Columbia coast ~ 


* 7 ; 
a than to Seattle were that the volume of traffic to the 


a Pacifie coast points was much zreater than to 


2 s 
itish Columbia coast points, and the cost of transportation 


Ss, due to the United States lines having easier grades and 


er operating costs, 


The Board, in Order dated August 11th, 1906, ordered 


- ao 
* In the various horizontal freight rate increases which Ls 
Pe authorized by the Board between 1917 and 1921, the trans- ‘om 


Mbinental rates were siven special consideration and the Board 


iM no, a 

@eavored, in increasing the rates between Eastern Canada and 

: ‘ \ 

‘ . 
oe 

mtvash Columbia coast points, to follow the pattern of increases 


thorized in the United States transcontinental rates, 
a. In the General Freight Rates Investigation, 1925-1927, 


Province of Alberta made representations with respect to 


fanscontinental rates, submitting that these low rates, which 

@ not apply to the intermediate points in Alberta, were working 

@acly to the disadvantage of distributors in Alberta. In that 
e 


Be, the matter of the transcontinental rates was reviewed at 


~~ 


3 
> 
‘eat length. 


The Chief Commissioner, in his Judgment in the General 
M@eht Rates Investigation, 33 C.R.C. 127 at p. 135, stated: 


"The transcontinental rate scale has a very definite 
Mpurpose, and one that should be commended rather than 
Griticized. While it sives rise to some anomalies, 
Mevertheless such are not by any means to prevail ARs Sew 
the benefit of the system as a whole, It is true that 
[some localities east of Vancouver are compelled to pay 
in certain commodities transportation rates greater than 
Whose charzed for the long haul; but the real issue in 
Sehat regard is whether the charge for the short eens 
MPeasonable and fair. The two sets of rales are base 


ode ar 


on different principles, as is well reco 


5 mized, an 
mot to be judged by the same standard. gnized, and are 


4 


_ Transcontinental carriage of freight has been much te 
» by reason of the cheaper, although much more vehotennel + 
_ Circuitous water route furnished by the Panama Canal, 

-In instances wherein rapid delivery is not essential 

_ the competition of the latter route is most formidable. 

The establishment of this route has deprived railways of 
much traffic and, wherever they can meet such competition 
by making low transcontinental rates, they should be 
encouraged to do so, and schedules framed for that 
- purpose should not be disturbed. 


- 
2a 


mA criticism of some force, however, developed through the 
_ complaint that by reason of the transcontinental rate 
to Vancouver and the rate eastward therefrom, certain 
» distributors in Alberta find themselves at a disadvantage 
"as compared with distributors in Vancouver. The instances ° 
© of such were not impressive and are not to be met by a 
= alteration or elimination of the transcontinental rate. 7 
_ They do not touch the principle of transcontinental rates, 
_ which under present conditions needs no justification," 


Ft) 


Bars Water competition between Eastern Canada and the Pacific 


= 


oast via the Panama Canal increased greatly in severity during 
mer period 1930 to 1939, and the railways, to protect their 

i 
iterests, were compelled to establish many low competitive 


ates on this transcontinental traffic, 
7 7 x e : 
=P With the outbreak of war in 1939 vessels operating via 


> 


fe Panama Canal were withdrawn from service and the railways 


Beeased a number of the competitive raLes and permitted many 
bhers to exnire. 
Wartime Prices & Trade Board Order No. 92 of November Ist, 
941, prevented any further increase in the transcontinental 
ates until suspension of such order on September llth, 1947. 

‘ With removal of the price ceiling the railways filed 
@riffs increasing all transcontinental rates by 30%, to become 
Hective November lst, 1947, but such tariffs were suspended by 


© Board upon representations made by the Western and Maritime 


Svinces. ' 


The transcontinental rates were increased by 21%, 
au 
Seti. April @th, 1948, under Board's Order 70425, and were 


7 
me. 


1 % Pecti iber 15th 
Mier increased by the railways by 15%, effective September 15th, 


Co 
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_ Following this the railways undertook a very careful syud 
oa 
Peteeeathonsan rates with the result that all less chan 


i commodity rates and a large number of carload commodity — 


, both westbound and eastbound, have since been cancelled. 


ve The remaining items in the transcontinental tariffs 


carefully reviewed and have, in many cases, been further 


stantially increased, westbound, effective September lst, 
eS = 

» and ee eend, effective October lst, at The railways 
ting these increases endeavoured to provide, generally, for 


me basis of rates as in effect between New York, N.Y. and 
: tt! .e, Wash, | 

be In the revised rates, effective September lst, and 
aa ist, 1949, it was necessary, in some instances, to maintain 
s which are lower than the New York-Seattle rates. This has 
a done, however, where after careful investigation, the 
ayS were satisfied that the application of rates equal tothe 
ork=Seattle rates would result in loss of the traffic towater 
or to sources of supply outside of Canads such as from the 
| States and Europe. 
It is quite evident that the railways have not allowed 
competitive transcontinental rates to remain in effect after 
ompetition or the threat of competition disappeared. 
With the lifting of the price ceiling restrictions 
by Wartime Prices & Trade Board Order No. 92, the 
Ways, aS soon as possible, made a complete study of the entire 
ation resulting in many cancellations and substantial increases 
ne rates, 

Two tables appear at pp. 81-83 of the Appendix. 

= of these shows the mileage, rates, loading, car mile 
on mile earnings on various commodities moving from Vancouver 
her British Columbia points to Eastern Canada. This table 


s Md 0 isin 
hat the car mile earnings on the commodities ahieiiag| 


fF 26.6¢ per car mile on cocoanut oil from Vancouver to 
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milton to a high of 45.6¢ on fresh frozen fish from Vancouver 


( , Toronto. ' 


The ton mile earnings vary from a low of .86¢ per 
“mile on cocoanut oil from Vancouver to Hamilton to a high of Ze 42d 


ton mile on fresh frozen fish from Vancouver to Toronto, 


m View of the long haul involved and in view of the fact that only 


aie items on the table indicate car mile earnings below the system 
An 


vel age, there can be no doubt that these rates are reasonably 


7< 


. om pen Satory ° 


The eekand of the tables shows the same information on 


- 
ee ee on oe 


lest bound commodities from Eastern Canada to British Columbia 


ast points. On this table the car mile earnings vary from a 


W of 28.1¢ per car mile on cast iron pipe from Toronto to . 


| apie, Ontario, to Vancouver, The ton mile aie de Shown on 

this table vary froma low of .74¢ per ton mile oncast iron 

pipe from Toronto to Vancouver to a high of 2.5¢ per ton mile 

on rubber goods from Toronto to Vancouver. In view of the 

long haul there can be no doubt that these rates are also, on 

the whole, compensatory. Your Commission will find in the 

brief filed by the Province of Alberta entitled "The Long and Short 
Haul Rule" commencing at page 143 and continuing to page 146, 
references to decisions of the Interstate Commerce Commission, 
which have held to be compensatory rates yielding much lower 


ps ¢ 
Fates per car mile and per ton mile than the rates in question 


and these differences are sufficiently great to warrant the 
mnclusion that even with the changed conditions since 

he years in which these cases were decided, there is no 
loubt but that they would be treated as compensatory by the 


terstate Commerce Commission, The following 18 a summary 


mthe contents of these tables:-~ 


| yet oF SM y 

Bip ical Ah gene hea'n Pa 
iat 

Sachiet fc) vel ee 44°8 ‘yi de i pee a, ne 


4 oe ay : 
mein; iP extn re a bi 


Greases Se FF! 


~ 95 «= 


_ PER CAR MILE EARNINGS ON TRAFFIC 


: MOVED AT COMPETITIVE 
TRANSCONTINENTAL RATES, AS COMPARED WITH PER CAR MILE 
“EARNINGS FOR ALL TRAFFIC, YEAR q9L8, | 
n] Average Revenue at Average Revenue 
Competitive Trans- for all traffic iq 
continental Rates of system = Year 1946 
Miles Revenue Miles Revenue 
Average Per Car Average Per Car a 
a. 7 Haul Mile _Haul _ Mile _ 
ist bound 2794.0 39 .5¢ x 7 
stbound 2765.0 bee: - 
yst bound ‘ and) 
bound) 278h oh 38.1 
ystem - All Traffic 420.0 35.0¢) ae 
One of the principal submissions of Alberta before your : 


advantage by not having the benefit at intermediate points of the 


ascontinental rates between Eastern Canada and Vancouver, As 


a a § ¢ 2 
he Board pointed out in the Judgment to which earlier reference 
a 


: > 
ns i = 
eo te 


Beemade, the true test as to the propriety of this complai 
Mether the rates to the intermediate points unaffected by the 


sompet ition are in themselves reasonable, It is clear that if the 


ailway, in meeting competition effective only at the Pacific Coast, 
6 ‘ 
fag tO make its competitive rates applicable to all intermediate 


pints, its ability to meet competition would be circumscribed 


sCause it would lose revenue at the intermediate points not 


istitied by the competition. In the result, it would be necessary 


PMany cases where competition is now met, either to refuse to 


fet it or if it is met at the intermediate point, the additional 


Wenue would have to be obtained from rates on other traffic. I 

SB Circumstances where Alberta might benefit, it could only be in 

Slast analysis at the cost of shippers at other points. Moreover, 

7 principle of applying competitive rates to the in ermediate 

—- adopted for transcontinental competitive rates, there 

be little justification for not making the rule apply to all 
‘, 


: +7 mediate points throughout Canada, 
titive rates to all intermediate points throug 
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ta Coal to Ontario points: Earlier in this gubsithated Seka 


> was made to a non- -compensatory rate 


4 7 known as the "At-and-East™ 


i,» 
rates, There is another competitive r 
rt 


ppensatory and that is the rate on Alberta coal to Ontario pone” 


> "At-and- East" grain rates were competitive because of Amey can 
Or. 


ier competition to American Atlantic ports. 


ate that is wien non- 


In the case of 


coal to Ontario points, there is no carrier competition but 


re is what Might be termed market competition in Ontario from . 


al ‘from Eastern United States and the United Kingdom, There is 


{ditional justification for the low rates on grain from Bay ports 


Maritime ports because such crain enables the railways to protect 


7. 


ise compensatory export traffic and also to secure compensatory 


Sport traffic which would not otherwise be available, There is no 
oo pr 


Meh justification of the movement of coal from Alberta to Ontario 


The history of the special coal rates from Alberta to 
ario points affords an illustration of the effect of using Freight 
bes tO Overcome artificially geographic and economic disadvantages 

ae section of the country. The normal market for Alberta coal 
es iat extend to the southern and eastern parts of Ontario, The 


Bteicial extension of the market for Alberta coal to such an area 


i Only made possible by two forms of assistance: 


(1) the railways are hauling the eoeh: at rates which 
do not return out-of-pocket costs : 


(2) the Government is paying a subsidy of $2.50 per 
ton, { 


A brief surmary of the history of rates on Alberta coal 
Bepoints in Ontario is as follows: 

Because of an extended strike in United States coal Fieive 
ea ; ; yee byl ema 

vee , the usual supply oi anthracite coal was not available ar 
ring the winter of 1922-1923 there was 4 severe shortage oF domestic © 
M@ in Eastern Canada. 

This situation led to interest being taken in the possibility 
and for several years the question @ 


fovVing Alberta coal to Untario 
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a ae 
ae rates on coal from Alberta to Ontario was the subject 
fF extensive consideration by the Dominion Government, the 


rovincial Governments of Alberta and Ontario, the Board of 


‘ransport Commissioners and the railways, 


Le 


: Effective September 18th, 1923, the railways 


blished rates on coal from Alberta mines to Toronto of 


fie 


; 

: 

per 100 lbs, ($12.70 per net ton) and North Bay Shag | 
} 


ag 
$e 
y34 
v 
- 
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per 100 lbs. ($10.90 per net ton), also the same or similar 


: increased by 25¢ per net ton, effective April eth, 1948, 
; During the years between 1923 and 1933, experimental 


Yates were established in an effort to ascertain if a substantial 
movement of Alberta coal would be developed to points in Ontario 
in competition with United States anthracite coal. These rates 


are briefly summarized hereunder: 


Sreriod in Rate per 

effect net ton Established by 

1923) $7.00 Canadian National Rys. on a total 

1925) 9500 movement of approximately 91,000 

| 1926) tons. 
| 1929) 6,75 Canadian Pacific Ry. and Canadian 

1930). National Rys. in compliance with 

1931) Order-in-Council P.C,. 439 of March 
16th, 1928. 

1932 6,75 Order-in-Council P.C. 1268, June 
5th, 1930. 

1933 6.75 Order=in=Council P.C. 302, 


February 9th, 1932. 
Order-in-Council P.C. 439 dated March 16th, 1928, in 
addition to directing the railways to establish a temporary rate 
f $6.75 per net ton for a period of three years (which period 
be extended for two additional years by P.C. 1268 of June 5th, 
930, and P.C. 302 of February 9th, 193 2) also directed the Board 


» 


= Ot. 


Railway Commissioners to make continuing studies during 


is period to determine the cost of moving Alberta coal to: Tare 


trio, and at the end of each 


seasonal movement to certify 


} the Minister of Mines the amount, if any, over and above 


_ Pn it ' 
erate of $6.75 per net ton they estimated to be due the 


In a previous Order-in-Council (PO y225., February 


F, 2926), the Dominion Government had ordered the Board 


ilway Commissioners to enovire into and report to the 


wernment on the cost of transportation of coal from Western 


ada to Ontario in full capacity trainload movements. 


~— - 


Harly in their investisation, the Board found that 


hauling of coal in full Capacity trainioads was impractieabie, 


the figures finally submitted by them contemplated that the 
¢oal would be handled in the same trains as other traffic, 

o The Board reported to the Governor General in Couneil ‘ 
m September, 1927 that the best information they had! been able ; 


bo develop was as follows: 


® 


Per net ton 

ft) Out of pocket cost $7022 

“Out of pocket cost plus the coal traffic's 

) Share of the cost incurred in any event, 

@) the datter diluted by the added ton ; 

Mileage resultins from the coal movement wlL0.07 
ie : 
fo) Item (2) plus the element of profit $12.20 


» Ina separate report, one of the Commissioners 
xpressed the opinion that the out-of-pocket cost vas $6.50 
er net ton but he was not able to determine the inclusive costs 


4 


rom the evidence submitted. 


. Following Crder-in-Council P.C. 439 of March 16th, 
28 , the Board certified to the Governor General in Council 
January 3rd, 1930, that é?,.23 per ton was a proper figure ag 


Bering the out-of-pocket costs, taxes, fixed charges, and over= 
@ on the coal transported from Alberta to Ontario during 1928, 


In subsequent reports the Board certified a corresponding 
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Pfor 1929 and 1930 of $8.97, and for movements during 
,» 1932 and 1933, the Board certified 
arte the “normal” rates, 


. The Board's report for the movement during the * x 


amounts due the railways 


Mee 1931 was) dated March 16th, 1933. In it the Board 


ae determined that the tariff (normal) rates were 


my slightly in excess of the operating expense cost of 


id is s P 
Meporting the coal, and it was their judgment that the 


riff (normal) rates were the reasonable rates on coal from 
berta to Ontario {for example - to Toronto $12.70: to North 
lay $10.90 per net ton), 

| The Board in a further report of June 26th, 1933, 
ertified that reasonable rates on coal from Western Canada to 
ert were the "normal" tariff rates, also stated that this 
overed everything that had moved from the years 1928, 1929 and : 
30, and, therefore, provided for reimbursement to the railways 
n the basis of "normal" rates for the entire period 1928 to . 
933. . J 
The Board was further directed by Order-in-Council 
P.C, #179 of May 18th, 1932, to ascertain the bare out-of= 
eket costs, They reported on February ist, 1933, that for 

he Canadian National Rys. in the year 1931 that the bare out- 
f-pocket costs from Drumheller, Alta., were $6,16 per net ton 
© North Bay and $6.88 per net ton to Toronto, 


In making this report, however, the Board stated 


3 


in 1931 the railway had adopted @ program of retrenchments, ' 
ttraordinary economies and deferred maintenance, resulting in 
ibstantial decrease in operating expenses, and that the out-0f- 
eket costs for that year could not be considered as applicable 
‘any other period. 

y By this time it had become quite evident that coal 

La not move from Alberta mines to Ontario at "normal” rates, 


mascussions took place between representatives of a 


Mp 7 sdk ‘551 Shipr and the railways 
Pument, Alberta Government, Coal Shippers al yes 


At these discussions was represented that the Dominion 


y, - 100 - 
nee 
rernment Was anxious, as an emergency measure, and to 


ee seareee conditions caused by unemployment in the Alberta 
al fields, to continue for a period of approximately one year 
he movement of coal which had taken place under Crder-in-Couneil 
o 439, as extended, In the exceptional circumstances the 


of late ' x ; ‘ : 7 
wiways on April i2th, 1933, informed the Dominion Minister of 


mes that they would publish a rate of $8.00 per net ton to 


re March 31st ; 19321, 
“th 


XD! 


in arriving at this rate, the railways took into 


ert, and which thelatter had admitted were subnormal and did 
z: 
Ot fairly represent the costs that would ordinarily accrue, 

{ 1) an 

rate of $8.00 was what the railways then.considered a fair 
a ; de 

Sotuamate of out-of-pocket costs of handling this coal under 
@rmal conditions, so far as such costs could be ascertained 


+ 


m that depression period. 
Ag 


a7 
Ld 
‘ 


+ By Order-in-Council P.C. 740 of April 24th, 1933, 
+: ton ‘ 


SrOvision was made thst the Dominion Government would assist 


the movement of coal from Alberta to Ontario by assuming freight . 
charges to the extent of ¢2.50 per net ton when the rate was $8.00 
jer net ton or higirr,. 
" The rate of $8.00 was published as a temporary rate, 
Ae ’ 
effective June &th, 1933, and with short lapses has been in 
ffect ever since. It was increased by 25¢ to ¢&.25 per net . 
nl : 7 
50n , Or approximtely 3%, effective April 8th, 1948. It would be : 
’ : 
eadily admitted that since 1933, operating costs have increased 
ar 
amy times this percentage. : 


At p. 84 of the Appendix is a statement of earnings per 

fe, per car per mile, and rer ton mile on coal from representative 
Py 

Mpping points in Alberta to Sudbury, Toronto, Timmins and 
EPP 

Mdsor, Ont. 

Ganadian Pacific submits that if it is im the 
Honal interest for Alberta coal to move to Ontario points 
Mabsidy should be paid to the 


Bid be allowed to find their compensatory if¥els 
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OUTLINE SUBMISSION 
INTERNATIONAL RATES 


"52. The regulatory powers of the Board in connection with 
international rates, insofar as the portion of the haul with- 
in Canada is concerned, are identical with its powers for 
regulating traffic between points in Canada. Likewise, on 
international traffic, the Interstate Commerce Commission has 


complete jurisdiction over the portion of the haul within the 
United States, : 


532 Canadian Pacific submits that the existing regulation 
of international rates is adequate and no legislative action 
is required." . 


FURTHER SUBMISSIONS 


Canadian Pacific is at all times prepared to negotiate 


with its United States connections for the establishment of through 


international rates where necessary to permit the products of 
Canada to reach the markets of the United States, 

The position of the United States railroads is the same 
in that they are continually negotiating with the Canadian 
railways for the establishment of through rates in order to permit 

» the products of the United States to reach the markets of Canada, 

In establishing joint international rates, due regard 

must be given to the level of rates and local conditions applying 
( within each country. 

Any suggestion which would in any way interfere with the 
freedom of both the United States and Canadian carriers in these 
negotiations would, in the opinion of Canadian Pacific, be a back~ 


‘ward step and would greatly hinder, rather than help, industry 


in Canada in obtaining fair and reasonable rates to permit its 


products to reach United States markets. 


2 : ee ¢ : PP an es 
Through international class rates are in effect between 


astern Canada and Official Classification Territory in the United 


tates (east of the Mississippi and 


through class rates are in effect 


north of the Ohio Rivers to 


the Atlantic seaboard). No 
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Eastern 


Canada and points in southern, western or 801 


n territories in the United States, except to certain | 


“ritory in Minnesota ~ Wisconsin, 


PP No through class rates are in effect between Western 


lada and points in official, southern, southwestern or western 


tories in the United States _ 


» €xcept certain territory in 
mesota-Wisconsin, 3 
The through international class rates between Eastern 


mada and official t erritory were 


ri 


made with relationship to the 
bes prescribed by the Interstate Commerce Commission for applica- 
within official territory of the United States. Such inter- 
nal rates were based on 110% of the United States rates 1st 
ISSe The 5th and 6th Class Rates are higher percentages of 
st Class than rates generally in the United States. 

The amount by which the international rates were in 
of the United States rates was altered in 1947 when the 
rstate Commerce Commission, in Docket 28300, ordered an 
ease of 10% in the class rates within official Cerratory, 
ch increase was not applied to the int ernational rates, 
Through class rates between Eastern Canada and official 
rritory of the United States have been in effect for a great many 
S on no uniform basis, and effective March 3rd, 1938, after 
ae between the Canadian and United States railways 
espera organizations in both Canada and the United States, 
niform basis of class rates was established. This is related 
he United States class rates and subject to the modifications 
ferred to in the second preceding paragraph. 
Through class and commodity international rates on 
t and Tuan traffic are in effect between Canadian ports 
nited States points, as well as between United States ports 
oint s in Canada, where necessary r 


Through commodity rates are in effect on a large number : 
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commodities between points in both Lastern Canada 


ae and Western 
Bema ene hand and points in t) 


‘¢ Several territories of | 
e United States on the other, | 


In publishing joint through international rates, the 
ICor 


Mal policy of the United States 


railroads is that they will 
a } ts ay 7 “pane lee : 
t agree to throuzh rates from orifins in Canada to destinations 
are 

Pp the United States on 


a a lower basis than is applicable on 
id a 


e same commodity within the United States, 


Likewise, the Canadian railways adopt a similar policy 


respect to rates from origins in the United States to 


= ’ 2 e 
inations in Canada, 


r 


+t is obvious tht such a policy is necessary, other= 


manufacturers or producers in either country would be 


Maced at a transportation disadvantage in marketing their products 
i} 


(] points in their own country. Throuch international rates, 
9 


therefore, are established by direct negotiation between the | 


, oa 
Wnited States and Canadian railways at the request of shinpers 


an 
7 ¢ 


Be receivers in either country. 
i . ‘eu, 
It was stressed at henrines before your Commission that 


Bhroush international class rates are in effect between Eastern 


e . . 
@ited States and “astern Canada, whereas no full line of class 
; 

- 


mbes 1S in effect between points in Jestern United States 
id Western Canada, 
The volume of traffic moving at class rates between points 


meastern United States and points in kastern Canada 1s much 
Z a 4 ® tet ° mys | ‘ - 1] W F 
Peater than between points in Western United States and Western 
anada. There is not the same necessity for through international 


Bass rates between the western tertitories as between the 
¢ 


bh ; s = 2c 7 r 
Stern territories and there is no more necessity for through 


Mes rates between western United States and Western Canada 

ms a aoe. at Canada and ints 
P between points in both Sastern and Western Vanada ane po 

Au 
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Southern, Southwestern and Western United otates. 
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‘Furthermore, commodities produced in Western lange aan 


‘ the 
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Lr payin any volume to points in the United States are c 


trough commodity rates, 


Proportional Rates: 


1 


aa 


> 


, 
1461 of the transeript, 

oe ; 

gested that proportional rates he established between points 1 


Calgary Board of Trade et a hs 
‘Western Canada and the International Boundary gateways. | 
British Columbia Fruit Growers Association (o. 2814 


che transcript) also mentioned the estublashnent of proportional 


tes to and from the border points, 


The witness (pv. 2814) requested that the Canadian 
ilways be recuired to publish through international rates or 
-opriate proportional rates to the border points. At po 2869, 
Owever, he agreed that the Board of Transport Commissioners for 
ada could not force the United States carriers to become 
aeoaeS tO such joint through rates, 

It was pointed out by Railway Counsel (p. 2869=71) that 
he publication of proportional rates as requested would force the 
ian railways to absorb the full amount of any shrinkage below 
he full combination of local rates, as the United States lines 
require their full local rate from the border point to the 
destination. 

To impose arbitrarily on the Canadian railways tle 
sity of maintaining a full Jine of proportional rates to and 
om the border points, would, in many cases, mean an unnecessary 
eine of reventeon the part of the Canadian railways without 
eect benefit either to themselves in the way of additional 
fic or to the Canadian producers in reaching additional markets, 
Lt; iecead of publishing joint through international _ 
$s. the Canadian railways published a full line of proportional 


* and from the International Boundary, which, when added 


Pf. 


United States rates to or from the boundary would produce 
ia 


. 
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dower aggregate rate than applicable within the United States, 


he railways in the United States might very well take such 


etaliatory me 


j 4 


asures as they may consider justifiable. 


Bre Reference was made in the following submissions with 
Fespect to the use of standard mileage class rates instead of 


distributing class rates from border gateways on traffic from 


points in the United States: 
: 


eA. Manitoba Federation of Agriculture and Cooperative 
- (pp. 190 and 230 of the transcript ) . 


| 


eS. Alberta Federation of Agriculture 
SS (p. 1590 of the transcript ) 


Alberta Poultry Producers Limited 
(p. 1671 of the transcript) 


Province of Alberta - Not in transcript 

but contained in Outline of Submissions, 

Po 4, Section III, Subsection VI, 

The position taken was that Canadian railways were, 
by the application of standard mileage rates, assessing higher 
mharges from the border point on international t raffic conn 
from a distributing point in Canada, 

ie There is no justification for applying distributing 
rates to or from United States-Canadian border junctions in 
Western Canada on international traffic. The distributing rates 
had their origin in the early development of Western Canada 
and are special rates to assist in the distribution of goods 
from wholesale centres in Western Canada to the retail trade 

dn the outlying districts, on which the railways had already 
Feceived an inward haul. 

There is no valid reason why the same distributing 
asis should be granted on merchandise entering Canada from the 
ited States. In many cases such merchandise is in direct 


Mpetiti on with similar goods produced at points in Canada, 


( 
\ 


B.: The Appendix, at p. 85, contains a comparison of 
ternational class rates from Chicago to representative points 


yf 
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pact Canada based on a combination of rates to and from 


ae gateways with the through published rates to points — 


Western United States of Similar distances, It will be noted 


t the combination class rates to Regina and Calgary are lower 
ar the through one factor rates to the United States destinations 
f similar distances with the exception of the 6th Class rate 
o Regina. 
Be The Appendix, at p. 86 shows a comparison of through 
international lage rates from Chicago and St. Louis to 
stinations in Eastern Canada with the rates to United 

tes destinations of similar distances, It will be noted 


t the class rates to the destinations in Eastern Canada, 


all cases, are higher than the rates to the United States 


The Appendix at pp. 87=8 shas a comparison of the standard 
leage class rates applicable in Western Canada with the United 
ates Western Trunk Line Zones 1, 2, 3 and 4 class rates for 
epresentative distances from 100 miles to 1000 miles, 


= This Table shows that the standard mileage rates 
Bi 
plicable in Western Canadaare substantially lower than the 


ates applicable within the contiguous United States territory. 


As already outlined herein, the through international 
ates are made within relationship to the rates applicable within 
he United States, The through international rates have, there- 
re, always been subject to the same general increase as made 
the United States rates. 
‘ 


In general increases in freight rates, the United States 


Pbads also petition the Board of Transport Commissioners far 
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eae 


ae 
aed to increase the international rates, 


pointing out 
at the conditions which call for and necessitate an advance 


, rates within the United States apply equally to inter- 


ational rates, 


Lb The same increases in international rates as 
made within the United States are necessary to permit the 
continued orderly movement of international traffic, 

. The Board of Transport Commissioners for Canada, 
n their orders granting authority to imrease the inter= 
tional rates to the sme extent as authorized by the 
terstate Commerce Commission within the United States, 
ve pointed out that it is deemed by the Board to be 
expedient in the public interest that the continuity of 
joint through rates from points in the United States to 
points in Canada, and vice versa, and the maintenance of 
the parity of port relationships, should be preserved. 

Y Without uniformity of rate increases, the port 
relationships as between Canadian and United States 
Atlantic ports would be disrupted, 
| If the international rates between official 
-” and Eastern Canada were not increased to the sme 
>4 tent as rates within official territory, the rates between 
sea States points and the border points in the Unit ed 
tates would be higher than the through rates to or from 
points over the border in Canada. 

If through international rates were not increased 
0 the same extent as within the United States with authority 
f the te ace Commerce Commission and Board of Transport 


mmissioners for Canada, the United States railroads would 


md means by which the through rates could be so increased 


ancl nised 38 
eialeiea oe pepe: 
etek at, ieee ct 


noi Fae ee a 
oc anf eee i 

dite, fcader 4? Boer eee ae cosa 
elAaz Sane sf aripet % semerson 

dso 40%. stencenlene Fe aae Yo,’ He i 
sa.fet el? aciver WE 20h rapes hae 


” 
a : pm 4 1éi8, & fy Oe 14:4 oes 
® J it. ‘ . ; 


hi 


se. phAldiend so.hiea renga iba n 


ca. sem €f 2) Grr wel 
tpye).4d fie Pee 


ised avg 3 
0 ll | ale 0s Mee 
ay be 


7 
- 


in vere Fs 
so yk 
or | | te pans Og 
a se sepedns, oda 
vet eremteta 2. 


in ees ictal 


Lae t an 


WER 


ov 
ain all of the increase for themselves, This would ? 
a eu: . 
no saving to the shippers or receivers in Canada, but ii) 


5.7%, 
1d deprive the Canadian railroads of their share of . 
increase, 


$6 
. 


Ne - United States producers of commodities which are 


cewise produced in Canada would object to their rates 


increased if no increase was made on like products 


Canada, as the rates from Canada to the United 


tes would be lower than rates within the United States, 


‘ample would be newsprint paper from Millinocket, Me. 
d other Eastern United States mills to large consuming 


ntres in the United States compared with the movement 
Eastern Canadian mills to the same destination, 
$s would also apply to lumber, woodpulp and other products, 


he United States shippers would not accept such a sitwtion. 
iS Pa 


® It would be impossible to apply increases authorized 
ithin the United States only to the portions of the through 
srnational rates accruing to the United States lines 

Hh of the border. In addition to the disparity which 
uld be created as between the international and United 
bates rates, a chaotic situation would be created inas- 
sh as the proportions accruing to the United States lines 
rough the numerous gateways are different and, in fact, 
ry even through the same border gateway. For example, beyond 
ar Detroit =Port Huron gateway to St. Louis, Mo., 
re are a large number of different routes in the United 
ites and the proportions vary according to the different 
Ee. Furthermore, in some cases the Canadian lines operate 


sh of the border into the United States and in other cases 


United States lines operate north of the border into 
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OUTLINE SUBMIS SION 


"Clause 2(c) of the Order-in-Council provides:- 

| etc) Review the capital structure of the Canadian 
National Railway Company and report on the advisability 

(or otherwise), of establishing and maintaining the ; 

fixed charges of that Company on a basis comparable 

to other major railways in North America, ? 


Canadian Pacific has no direct interest in the financial 
airs of Canadian National. It believes that the present 


fanagement of Canadian National has achieved a high degree of 
ficiency in the operation of the railways committed to its 
charge. Any measures designed to provide an incentive to continied- 
@ increasing efficiency on the part of the Canadian National 
pany other railway are desirable, Nevertheless Canadian 
cific would be deeply concerned in any reduction in the fixed 
"ges of Canadian National unless the principle is recognized that 
edian National should be permitted to earn a reasonable return 
pa reasonable level of railway property investment. 


Canadian Pacific, as a privately owned enterprise, is 
Ompeting with Canadian National as a Zovernment-owned enterprise, 
eretofore, Canadian Pacific has been the yardstick accepted by 

© Board in fixing the level of freight rates in Canada, It 
S no desire to exclude Canadian National as an element to be 
Bonsidered in fixing freight rates but it points out that unless 
mues are fixed at such a level as will enable Canadian Pacific 
eo earn sufficient to provide a reasonable return on its property 
westment, it can no longer as a privately owned enterprise 
Beeract to it the capital needed in its business, A reduction 
Mm ohne amount cf the fixed charges of Canadian National, 
Meaccompanied by some statutor ce that its nermissible 
ereby be reduced, would 
it Canadian Pacifie to 
2 


med railway system." 
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mning power as a railway would 
Mmerer a Serious threat to the ab 


Mmemoinue to function as a privat 
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QUTLINE SUBMISSION 
"Clause 2(d) of the Order-in-Council provides:-= 


"'2(d) Review the present day accounting methods and 
SeStatistical procedure of railways in Canada, and report 
Upon the advisability of adopting, (or otherwise), measures 
conducive to the uniformity in such matters and upon 

other related problems such as depreciation accounting, 

the segregation of assets, revenues and Ouaee income, etc., 
as between railway and non-railway items, 


There is already a substantial degree of uniformity 
accounting methods and statistical procedure as aa 
Madian National and Canadian Pacific. Both companies adhere 
sely to the accounting classification of the ink ead 
merce Commission, As provided for in the Railway ct 7 
fhe Statistics Act, the railways in Canada submit annua 

j S the Board of Transport 

Sports, on prescribed forms, to F Ph St he 
pmmissioners and the Dominion Bureau of Statistics, re 


, ste ic f their operations. 
+ 34 ° 1 n e and Staviscul.cs OL y 
Sails of their accounts also. submithenepelene 


fy periodic and other reports are 4+ 
ard and to the Bureau." 
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FURTHER SUBMISSIONS 


Canadian railway accounting has largely followed the pattern 


tablished in the United States. The Interstate Commerce 


on 
mmission found it necessary to place particular emphasis on 


easures for achieving uniformity in railroad accountins due 


© certain distinctive conditions, not paralleled in the Canadian 
ituation. 


For ER SVEECE the Interstate Comlience Commission, in 1900, 


“jurisdiction over 1,224 railroads Snare 192,556 miles of 


m track and, at the end of 1947, 502 railroads operating 


3,209 Miles of track. In these circumstances, it was essential 
phe Commission's exercise of its functions that uniformity if 
Sought in the periodic submissions of data by the many 

tilroads under its jurisdic tion, : 

in Canada, however, out of 42,322 miles of main track at “ 
December 31, 1947, 38,764 miles, or over 90% of the total, were 
represented in the two great transcontinental roads - the Canadian 
ific and the Canadian National, 

ad The original Act to regulate commerce in the United States, 
a in 1887, provided in Sec. 20 that the "Commission may, in 

it ts discretion, for the purpose of enabling it the better to carry 
the purposes of this Act, prescribe (if in the opinion of the 
mmission it is practicable to prescribe such uniformity and 
nethods of keeping accounts) a period of time within which 

a1] common carriers subject to the provisions of this Act shall 
hive, as near as may be, a uniform system of accounts, and the 
lanner in which such accounts shall be kept," A number of years 
ater, pursuant to this provision of the Act, a comprehensive 
Mesification was prescribed for United States carriers, This 
apsen added to, changed anc modified throughout the years in 
B® light of changing conditions and of developments in accounting | 
ght » a 
€ There is no doubt that the classification will contine to ‘ 


lergo revision. but the present uniform system of accounts, 
Lc ) <b ai 


moe Bt 


Vigo oak ane 


; - 
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overning the accounting for Investment in Road and Equipment ; 


bi 


pperat ing Revenues and Expenses; Income, Profit and Loss, and 


: neral Balance Sheet Accounts: Train - Miles; Locomotive -< 


¥s 
Mi es; Car - Miles and Condensed Cl 
i 


assification of Operating 


mpenses for Class I Steam Roads, represents the joint efforts : 


ee” accounting officers and officials of the Commission | 
| Beoperating to effect improvements and economies, This is also 

2 of the simpler classification accounts for Class II and 
ass III Steam Roads, 
E In Canada, the eet Act, 1919, Section 379 laid down, : 
‘part, that "Every railray, telegraph, telephone and express “a 


company and every carrier by water shall annually prepare 
returns, in accordance with the forms and classifications 
for the time being required by the Board, of its capital, 


ratftic and working expenditures and of all other information 


— 
wequired.” Although certain classifications were issued by the 


Comptroller of Railway Statistics, on behalf of the Minister 
of Railways and Canals, no mandatory classification of accounts 


for Canadian railways has been issued by the Board. As a result, 


¢ 
° 


the accounting methods adopted generally by railways in this 
country have adhered closely to the accounting classification 


mf the Interstate Commerce Commission, and the reports reouired 


‘ig s * 
By the Board of Transport Commissioners conform generally 


a r 


Othe accounts and statistical data in use in the United States. 
The Statistics Act, revised in 1948, Section 25 provides 
that m..o.0every carrier and public utility shall annually 


prepare returns in such form as may be prescribed by the Governor 
: | Council with respect to its operations," and, in Section 26, that 
as carrier shall prepare returns of his traffic and 

wt 

perations monthly..." 
os is used in comp 


In practice, a single form of annual 


lying with the requirements under both the 


lilway Act and the Statistics Act. ; 


‘en * - ee ie : 
Although the degree of uniformity in accounting procedure . 


~‘d ; . ek adh aint Teel -rmitting certain general 
Canadian railways is substantia, perm tt 8 


= lle = 


nparison of their results one 


with another and with those 


' United States roads, nevertheless the extent of comparability 


tween the two major Canadian roads and between Canadian amd 


nited States roads is limited, 

par revenue accounts of the two large Canadian systems 
ffer in the treatment of two sources of revenue - express ar 
mmunications., In the case of the Canadian Pacific, express 
service is performed by the wholly-owned subsidiary, Canadian 
. Express Company, which Operates under contract over 

@ parent Company's system, The Express Company pays to the 
Biscay its net express earnings as consideration for transpor= 
ion service provided by the railway. The Company’s railway 


ating revenues include, as express revenue, the net earnings 


so paid over and no charges pertaining to the cost of the Express 
sompany’s operations appear in the railway operating expense accounts 
Exp: ess Company income from non-rail operations is paid to the 
ent Company and is included in the latter's "Other Income", 
the United States similar arrangements for the performance 

sf express operations are in effect between the railroads in 

, country and the jointly=-owned Railway Express Agency. 

In the other hand, the Canadian National operates its express 
ry ice as a department of the railway. The gross earnings 

from express operations are included in railway operating revenue 
Pe sint 5 and the expense of conducting such operations is inclw ed 
a the railway operating expense accounts. 
| Gommunication services, such as commercial telegraphs and 
ased wire service, are operated by the Canadian Pacific through 
department of the Company. The net results are credited to 

ther Income", Railway service messages - telegraph and long- 

| the facilities of the Communi- 


tance telephone - handled over 


Boe Department are charged at cost to the railway and dis- 


uted to appropriate operating expense accounts. In the 


States the majority of railroads have similar arrangemerms 


nia 


ith independent communications organizations such as Western 


Union. In the case of the Canadian National, on the other hand, 


bhe gross earnings from commercial communication services are a, 


included in railway operating revenue accounts and the working - 


t E f 
penses in railway operating expense accounts, 


The two major Canadian railway companies differ in 


a methods of providing for the cost of retirement of 


tid provides for this cost through annual depreciation accruals. 
Canadian National, however, while following this policy d 
- equipment , provides for the cost of fixed properties by | 


eharge to expenses at the time of retirement, 


OUTLINE SUBMISSION 


moi. Whatever the degree of uniformity in accounting matters, 
undamental dif fferences between Canadian National and Canadian 
cific prevent exact comparisons being made. Three important 

eneral considerations limit the comparability of the two, 

Oads, ie. differences in physical development and characteristics; 
fferences in organization; and differences in policy arising 

sirom one company being a government-owned enterprise and the 

igh er privately-owned." 


“ 7 MS Pt GrianyT 22Ff : 
F FURTHER SUBMISSION 


The Canadian Pacific has grown up as an integrated railway 
myavem, and the majority of its traffic originates in the 
Predominantly agriculturai West. The Canadian National has been 
Méveloped over the years through the consolidation of a number 

Of independent and unrelated railray lines, and the greater portion 
Sf its revenue traffic is initiated in the industrialized East, 

The Canadian Pacific's partially-owned United States rail 
Mibsidiaries ~ the Soo Line and the South Shore railways - are not 
Bit ated as part of the Canadian Pacific system whereas similar : 
libsidiaries of the Canadian National, some of which are wholly- . 
Wed and some partially-owned, are treated as an integral part 
B that system, 


at 


‘= The privately-owned Canadian Pacific is subject to tk : 
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provisions of Dominion income tax legislation, 


whereas the 


gO vernment~owned Canadian National is exempt from this burden, 


4 The equity interest in Canadian Pacific as shown by its . 


alance sheet comprises Ordinary and Preference Stocks of the 


Cc On 


apany which are owned by many thousands of stockholders, The : 


madian National balance sheet reflects the sole proprietorship + : 


. of the Government of Canada through a Proprietor's Equity account, 


‘consisting of the capital stocksof the Canadian National Railway 


ns 
a | 
)Gompany, the Canadian National Securities Trust, and the Government 's — 


investment in the Canadian Government Railways. 


se 


ae The Canadian Pacific balance sheet shows a Profit am 
Loss Balance, representing past earnings which have been re-invested : 
in the business. The Canadian National has no similar account 

and in the years when it has operating losses, such losses are 

“paid from the Consolidated Revenue Fund of the Dominion and are 

not reflected in its balance sheet, 

, Differences in the capital structures of the two Cam dian 
Railways are reflected in the charges they pay for capital funis. 
Wanadian Pacific, as a private enterprise, competes in the money 
Markets of the world for both equity and debt capital and the 
rate it must pay is determined by its own credit standing, On 

mune other hand, the interest charges of the Canadian Nat ional 
meflect the fact that as a government-owned road its securities 
are backed by guarantee of the Canadian Government , 

’ Such fundamental differences cannot be overcome by 

v ormity in accounting. While it may be desirable that the 
accounting of thet wo major Canadian railways be as nearly 

Uniform as possible, the comparability of results of the 


two systems will always be subject to a number of qualifications. 


OUTLINE SUBMISSION 


7 
g actice between 
58, The significant variation in accounting pr 


@madian National and Canadian Pacific is in eS a 
Bpreciating practices. Canadian Pacific follows depreciation 


Beounting for all depreciable assets, as is prescribed for 
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, 
states roads. Accruals for de reciable | perties — 
me ate pees are made ow the ‘ser basin. 

jepreciation charges are deve the 
ites and the use factor, In oie eed “Os HOLT gene ae 
u e factor is the run-out mileage o 
equipment and in the case of road 

lileage. Both of these use factor 
es of the use made of rolling s 
tively. Unimportant exceptions 
land steamships and of w 
basis is used," 


ase of rolling stock 
f the various classes _ 
property is the gross 
S are appropriate 
tock and road property, 
are made in the cases 
ork equipment where the straight 


FURTHER SUBMISSI 


~ om in 


2 


On January 1, 1934, depreciation accounting was applied 
a 


Canadian Pacific to Inland Steamships, It was extended 


% ry 


> Ri lling Stock as of January ae 1940 and to Depreciable Road 
rty as of July 1, 1942, six months prior to the date on 
depreciation accounting be came mandatory for depreciable 
way road property in the United States, 
a | in the case of Rolling Stock the rates of depreciation 
fere developed by determining first the cost of the assets 
neluded in each of the various classes, that is to say, 
eomotives, freight train cars and passenger train cars, 
Pr: An estimate of the salvage value of each class was 


and the difference between cost and salvage vaiue was taken 


) the service value to be provided for through depreciation 


An appropriate rolling stock use factor was available 


n the form of locomotive and car miles and the number of 
2 funits of use" to be derived during the average service 
of each class of equipment was estimated, 

By dividing the estimated number of "units of use" 


bo the service value of each of the various classes, a 
or” ] ach class 
er” rate was developed for each classe 


In the case of Depreciable Road Property, the user 


s were developed in conformity with the same principles 
overned the Rolling Stock calculations, although in 


”, ‘ ; ' "salvage value" because 
inst stimate was made of 
instance no e t 


& 


, negligible effect on the rate calculation. i 
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The classes of Depreciable Road Property include 
unnels and subways, bridges, Stations, roadway buildings, 


nals and interlockers, shops and engine houses, shop and 


er plant machinery, etc, 


a The unit of measure adopted for the allocation of the 
7 


x iginal cost of these properties over their service lives 


as the gross ton basiae which, as in the selection of locomotive 


Depreciation of Canadian Pacific Inland Steamships 
Work Equipment is accounted for on the "straight line" 


rather than the "user" method of allocation. There are 
y 


no appropriate units of use available relating to these classes 
S 
of property, which, in any event, are not subject, as a rule, 


60 violent fluctuations in usage. 


OUTLINE SUBMISSION 


"09 The so-calied non-depreciable road properties include, 
addition to land and grading, the track structure, that is 
“say, ties, rails, ballast, and other track material. 

n depreciation accounting was established for road properties 
the I.C.C. the track structure was excluded and the railroads 
have continued to charge the current cost of renewals to 
operating expenses." 


FURTHER SUBMISS [ONS 
Recently the Interstate Commerce Commission and the 
ailroads have commenced studying the matter of applying 
orton accounting to track structure and the Commission's 
eau of Accounts has proposed that consideration be given to 


Bitsréauction" (or "user") method of accruing such dbyresctations 
| OUTLINE SUBMISSION 
tem 
One of the principal objects of a depreciation sys 

50 charge Pealvatty against income an appropriate proportion 
the cost of property and equipment used in producing trans= 
on service. The user method, by directly relating 
eetieststtcn charge to the use made of the property and 
on nt, achieves this object. The resulting net income in " 

both of high and of icw traffic volume is in the opi 

he n Pacific more realistically stated than if the strai 
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FURTHER SUBMISSIONS 
Sen nase) 


The following definition of depreciation is one which 
a) 

was adopted in 1945 by the American Institute of Accountants, 
7 

Grawn by its Committee on Terminology. It is to be found in 
Accounting Research Bulletin No, 20 and amended only as to 
ita . 

Anclusion of the reference to Salvage, in Accounting Research 
Bulletin No. 22 of May i944, 

S “Depreciation accounting is a system of 

»  &ccounting which aims to distribute the cost or 

— Other basic value of tangible capital assets, less 
Salvage, (if any) over the estimated useful life of 

the unit (which may be a group of assets) in a 
Systematic and rational manner. It is a process of 
allocation, not of valuation. Depreciation for the 

x year is the portion of the total charge under such : 
an & system that is allocated to the year, Although 
= the allocation may properly take into account occurrences 


during the year, it is not intended to be a measurement 
of the effect of all such occurrences," 


During the recent hearings before the Board of Transport 
Commissioners in the 21% Case, the foregoing definition was 
placed in evidence by Mr. J. Grant Glasseo, partner in the 
well-known firm of Clarkson, Gordon and Company, an auditor 
of the Bank of Canada and the Industrial Development Bank, 

-whose outstanding position in the Canadian Accounting field 
is widely recognized. There is a clear distinction made in 


“it between the accounting process of allocating accruals to 


‘a particular year and the physical fact of depreciation itself. 
| Canadian Pacific submits that the "user" method, by 
directly relating the depreciation charge to the use made 

» the property and equipment, is "a systematic and rational" 
method of allocation. Mr. Kent, accounting witness for 
British Columbia, agreed that both the user method and the 
Beeci ant line method complied with the above definition. (See 
transcript of 20% Case, po 3222). Mr, Kent previously at 


De 3220-1 had accepted the definition put forward by Mr. Glassco. 
= periods both of high and of 


Phe: The resulting net income in 
a traffic volume is, in the opinion of Canadian Pacific, more 
ees catiy stated than if the straight-line method were used. 
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o far prescribed the 


ited States roads, 


"straight-line" depreciation method for 


= 


it is informative to note some of the Tt 


S 


nSiderations involved in formulating its decision, set forth 
Mts report, dated July 28, 1951, (No. 15100 Depreciation 


harges of Steam Railroad Companies = 177 I.C.0. 352) piney Gia 
Wc : 


413 - "The straight-line method has the merit of simplicity 
‘fF and ease of practical application and that is no 
doubt why it has so generally been used»" 


t 414 = "Where use is the controlling factor, it would be 

a theoretically correct to measure depreciation in units 
of use rather than time. However, measurement in units 
of time may:be sufficiently accurate unless there is 
marked instability in conditions of uses" 


= "In findings 2 and 3, service life and depreciation 
charges have been defined in terms of time rather than 
use. As has been indicated in the prior general 
discussion, however, if the carriers can develop 4 
practicable plan in the case of any class of property 
for measuring depreciation in units of use rather than 
time, the opportunity should be open to present such 
@ plan to us for approval. Findings 2 and 3, therefore, 
should not be construed to deny this opportunity." 


—— 


There is no doubt that the finding of a "user" Pdbitbe 
uniformly papel. auli2e to several hundred railroads, operatin g 
under varying conditions, would have complicated the Commission's 
Resi and delayed its findings and that it took the most practical 
ie Yse available. “Significantly, however, its decision was made 
without prejudice to a “user" formula being submitted for approval 


Om a subsequent occasion. 


OUTLINE SUBMISSION 

El. ger basis of depreciation is particularly suitable 

= Ee isey operations because the volume: of railway traffic 

and accordingly the use of railway property fluctuates more 4 
@iolently than in the cass of other public utilities. Appropr ph 
Hatistical measures of the use of railway equipment and proper y 

ia available, This method has substantial advantages not only . 
BD the railway company but also to the users of railway service 

Ga tends towards 4 stabilization of railway employment. 


alr s notwithstanding the position taken by denne ae 
a Paragraphs 26 and 27 of this submission, your Gomm ahaa mah, 
Be est it is required to study the matter of = rt 
Median Pacific submits that the evidence presente n mauiaee 
‘“oceedings pefors tha Board of Pranspors penpgpmitab cinta! 7 yeh 
ent freight rates cases, together with the ich pears Pte ie 
Mthe subject, should be taken 4s hed om Aete which aoa 
Mteedings in order to avoid the expense ant Gn ny en etonie 
occasioned by dupbiceting g911¢6n evidence & gu 
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FURTHER SUBMISSIONS 


Although the majority decision of the Board in the recen 
Judgment in the 20% Case and on the review of the 21% Case, would 
‘Seem to have resulted in a decision in favour of the straight 
line method, a reading of the Judgment suggests that this view 
as adopted by the majority judgment for the purpose only of 
“revising the Judgment in the 21% Case, The subsequent ratenating 
“in the majority judgment to the provisions of Paragraph 2(d) 

of Order-in-Council P.C. 6033 suggests that in the Board’s view, 
final determination of this question may well await the recommen- 
dations of your Commission. This view would seem to mean that. 

_ consideration of the method of depreciation to be adopted 

“for uniformity of accounts, is a matter for your Commission 

to determine under Order-in-Council P.C. 6033. ‘hat is to say, 
the view appears to be that it is for your Commission to 
"recommend whether, for example, the user method or the straight 
line method should be adopted. It is submitted, howavse ake 
‘this view does not require your Commission to give consideration 
to the rates which should be applied under either method of 
‘depreciation. In the light of the above view, the following 
further submissions are now put to yous 

In the 20% Freight Rates Case, counsel for the Canadian 
‘Pacific analyzed the evidence in respect of the "user" basis 

a presented not only in the 20% Case but in the preceding 

21% Case as well (sce Volume 816, pages 4058-61). 

Accounting experts called as witnesses by Canadian 
Pacific in the two rate cases gave strong support to the 
Mecany's depreciation policies and practices. Mr. George 0. 
acknowledged dean of the accounting profession in the United 
States today and former senior partner of the American firm of 


; s opinion 
rice, Waterhouse & Company, gave evidence that in his op 


‘user method “is theoretically preferable and practically 


er” (Transcript 21% Case, page 15499); that he regarded it 


] 
"an advance on previous practice” (page 15505); and described 
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the user method as a "superior method" (page 15524), 


Mr, J. Grant Glassco, already mentioned as having recorded 


in the 21% Case the definition of depreciation adopted by the 


American Institute of Accountants, gave evidence in that case 
that the user basis is an "ideal method" (page 15304). 


Mr, os Cs Thompson, senior partner in Canada of Peat, 


Marwick, Mitchell & Company, and widely recognized in Canada 

as an expert in accounting matters, in his evidence said 

that "the user basis is particularly applicable to a railway" 
(21% Case, page 14345): and "The user basis more correctly 
reflects current wastage" (21% Case, pages 14346 & 14349). 

Mr. K. W. Dalglish, senior partner of the firm of Deloitte, 
Plender, Haskins & Sells, one-time president of the Dominion 
Association of Chartered Accountants, former member of the Board 
of Referees under the Excess Profits Tax Act, gave evidence 

in the 20% Case that "in my view the user basis of depreciation 
is eminently suitable for railroad accounting because railroads 
experience violent fluctuations in operations” (page 359) and 
"it seems to me that the user basis. . » is to the advantage 

of the users of the railroads as they are only called upon 

to pay amounts for depreciation relative to the service given 
them" (page 361). 

Mr. Paul Grady, partner in the American firm of Price, 
Waterhouse & Company, experienced utility accountant and 
chairman in 1939 and 1940 of the Special Committee on Public 
Utility Accounting of the American Institute of Accountants, 
appearing in the 20% Case said that he believed the user 

method provided "a more equitable charge against periodic income" 
(page 2708). 

Mr. Lionel Kent, Chartered Accountant, who gave evidence 


for British Columbia, in cross~-examination agreed with Mr. May's 


statement that the user method "is theoretically preferable 


and practically wiser" (20% Case, page 5286). He also agreed 
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with Mr. Thompson's statement that "the user basis more correctly 


reflects annual wastage” (page 3284). Mr. Kent also agreed 


(page 3285) that the user method is flexible, although he would 
not agree that the straight line method is rigid. Mr. Walter 
MacDonald, for the Province of Manitoba, had agreed in the 21% 
Case (page 12624) that the straight line method is rigid; the 
user basis flexible. 

Canadian Pacific submits that the evidence in the two 
rate cases strongly supports the "user" basis and that no 
effective attack was made upon it. 

In application of the “user"™ method of allocating 
depreciation, railways have a distinct natural advantage over 
most utilities in that they have fairly homogeneous statistical 
units = in gross ton miles, locomotive miles and car miles = 
with which to measure production. 

Canadian Pacific submits that the "user" depreciation 
method has substantial advantages not only to the railway company 
but also to the users of railway service and to the railway's 
employees. To the man who "pays the freight" the "user" basis 
ensures that the element of depreciation cost remains proportionately 
the same regardless of the business cycle. To the railway workers 
it tends towards stabilization of employment, as opposed, for 
instance, to the "straight-line" method which requires the same 
dollar charge in a year of low business volume as in a year 
of high business volume and thus inclines to curtail the amount 
of maintenance work which might otherwise be done during 


depressed traffic years when prices are relatively low. It is 


aa ane 


difficult to restore a work deficiency of this nature in a period 
of high business volume because of the shortages in materials 


and the price rises which usually accompany such a period. 


In the opinion of the Canadian Pacific, any statutory 


direction prescribing a uniform system of accounts should 


be exceedingly general in character in order to avoid hampering 


and inhibiting the Board in the exercise of its administrative 
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inctions. Over the years there has been a constantly expanding © 


ha sveLopnent of information and the way ought to be left open 


> the railways to avail themselves currently of such developments 
ane the supervision of the Board, 


: 
 b 


: a, In concluding this part of its submission, it is essentia 


2] 


that attention should be directed to a problem, while not 
“necessarily related to depreciation accruals, nevertheless 
results from the application of orthodox accounting as presently 
actised. Orthodox accounting requires that original cost 
the base of depreciation and in periods of stable prices 
he accruals on this basis would naturally provide for the 
ant of assets. The drastic elevation of price levels, 
aS means that depreciation accruals based on original 
“cost fall far short of meeting replacement requirements. 
‘Canadien Pacific, for example, is currently charging depreciation 
“based on the original cost of locomotives purchased for $20,000 
“oe $30,000 which cannot be replaced for much less than $150,000 
at today's prices. Large increases have also taken place in 
eu. prices of other items of the Company's assets which now 
and in the future require to be replaced. 
oe The financial aspect of this situation far overshadows the 
importance of any differences in opinion among accountants in 
Peeard to questions affecting depreciation calculations. While 
there is diversity of opinion as to the policies and practices 
which should be adopted to cope with rising investment costs, 
there is general agreement by businessmen, economists, accountants 
hs others as to its effect. The dominant considerations of 
Sy future must inevitably lie in the direction of ways and means 


sf securing adequate funds for replacement of facilities. 


the situation is far more serious for public utilties than 
a) 
or most other busi 


74 


nesses because utilities have relatively 


ge investment in plant in proportion to income and because 


over inherent in their operations. 
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QUILINE SUBMISSION 


2. 
"63. Although Canadian railways 
the Interstate Commerce Commissi 


d States roads. For example, 
n records providing a ready 
n passenger and freight 
terstate Commerce Commission. 
despite suggestions which have been made 
to ort Commissioners, does not believe 
that any useful purpose would be served by adopting the 
practice of the Interstate Commerce Commission in this 
_Fespect. The Company has no option but to carry ona 

| passenger business and submits that just as a railway company 
must carry certain classes of traffic which can contribute 
much less than other classes to the overall cost of trans- 

_ portation, so the full cost of providing passenger services 

_ cannot be charged against passenger traffic under all 

_ circymstances, 


64. The system of accounts in use by the railways is not 
designed to supply data on the cost of each operation 
aut. to provide management with expense figures most useful 
for control purposes. These figures may be used, in 
connection with related statistics, to find in specific 
situations the approximate cost of providing a particular 
‘Service. Individual studies which are less costly Yecause 
_ they are infrequently required, are a more useful method 
of developing railway costs than the establishment of 
routine cost accounting procedure. The Interstate Commerce 
Commission finds it necessary to employ such studies 
despite the elaborate nature of its routine accounting 
and statistical reports." 


FURTHER SUBMISSIONS 


The Interstate Commerce Commission has prescribed "Rules 


: 
Governing the Separation of Operating Expenses, Railway Taxes, 


Equipment Rents and Joint Facility Rents, between Freight Service 
anc Passenger Service on Large Steam Railways", (Revised Issue, 
effective January 1, 1936). Under these rules, the railroads 

in the United States are required, commencing at the most 
elemental level of the accounting organization, to assign to 
freight and passenger services all expenses directly or naturally 
Bavignable. Expenses common to both services are distributed, 
commencing at the primary accounting level, on the basis of 
[ivectiy assigned expenses and various other bases involving 
Se of statistical factors and relationships between accounts. 


~ = 


he carrying out of this procedure has meant much clerical work 


dd expense for United States roads. 


hee Due to greater traffic density in the United States, 
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exclusive freight or passenger service facilities are more 


prevalent than on railways in Canada and such specialization 
lends itself to direct Segregation of expenses, In Canada 
most of the trackage, terminals and other facilities are in 


joint use by both passenger and freight services and there is 


not the same degree of natural Segregation. The application 


of this method by Canadian railways would therefore involve 


much more extensive use of arbitrary distributions than 


is necessary for United States roads, 

In the era when passenger traffic was the exclusive 
preserve of the railways, knowledge of the cost of this service 
was of value and of significance in rate cases. Since then air 
and highway transportation have grown to such an extent that it 
is out of the question to establish passénger rates in relation 
to cost of service and a separation of expenses between freight 
and passenger has lost much of its former significance. From 
management's point of view, a passenger service “income account", 
in effect, would be of no more than academic interest in face 

of the hard fact that the railways are under obligation to 
continue supplying passenger service. 

In the recent freight rate cases, stress was laid by 
the Respondents from time to time on the need for complete 
segregation of railway operating results between freight and 
passenger. The railways submitted that such data were not 
relevant to the main issue (21 % Case, pages 1051, 2671 and 2826). 
In the course of the 21% Case, the Canadian National and Canadian 
Pacific filed special studies of their freight and passenger 
atta for the years 1923, 1926, 1956-59 and 1944-46 (see Exhibits 
(28, 29, 30 and 138). In these studies the statistical allocations, 
as apart from the items which are directly allocable, were 
Necessarily predominant. 


Experience has shown that little or no practical use can be 


nade by management of cost figures compiled by a SOR teh a 
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study. When it is necessary to know the approximate cost of 


providing a specific Service, this can be determined on the 


basis of existing details of expenses and related statistics. 


Canadian Pacific's internal accounting provides currently 
separate expense figures for freight and passenger service for 
such important items as fuel expense and train and engine 

crew wages, in additim to the freight or passenger items 
which the classification of accounts naturally provides. 


Approximations of cost on the basis of such readily available 


material have beén found to meet adequately all the needs 


ES aaa ae 


of management for control data, 

The imposition on Canadian railways of an overall cost 
accounting procedure more comprehensive and elaborate than 
that presently in practice would add to the overall cost of 
transportation and, consequently, to the rates paid by the 
users of railway services. Canadian Pacific submits that the 
accounting detail presently available is adequate for all 


practical purposes; that there is no real need for imposing 


= a) 


on Canadian railways an elaborate system of detailed freight 


and passenger cost accounting. Accordingly, it is submitted 
that your Commission should make no recommendation of such 


a nature. 


OUTLINE SUBMISSION 


Sa! 


"65, With regard to the segregation of assets between rail 

and non=rail operations, Canadian Pacific keeps its accounts 

in such a way as to enable an adequate segregation to be made 
except in the case of working capital, which must always be a 
matter of judgment. No legislation is required to enable a 
complete segregation to be made and Canadian Pacific supplied 2 
such material recently to the Board of Transport Commissioners, 


FURTHER SUBMISSIONS 
Canadian Pacific accounting follows the pattern prescribed 
by the Interstate Commerce Commission for railroads in the United 
States and its railway investment and operating results are 


distinguishable from the corporate investment and results with 


only certain minor exceptions. In support of this assertion 


as 
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attention is drawn to the Annual Report of Canadian Pacific 

to the Board of Transport Commissioners and the Dominion Bureau 

of Statistics for the year ended December 31, 1948, 

Dealing first with the assets of the Company, there is no 


difficulty, for example, in finding the amount of the Railway 


Property Investment in the General Balance Sheet (Schedule 4A 

and footnote 2 in the Annual Report for 1948 of Canadian Pacific 
to the Board and Bureau of Statistics). Clearly segregated on 

the "Assets" side of the Balance Sheet are the items of railway, 
rolling stock and inland steamship properties, improvements 

on leased railway property and the stocks and bonds of leased 
railway companies. These comprise the investment, as recorded 

in the books of the Company, in owned and leased lines of the 
railway enterprise, In this connection it is important to 
understand that the oad Property Investment is recorded at much 
less than actual cost owing to the feature of "renewal 

accounting" which the Company followed in regard to road 

property replacements for so many years. Under renewal accounting, 
when a unit of property is replaced the investment account is 
charged with the amount, if any, by which the total cost exceeds 
the cost to replace in kind, but it is not charged with the amount 
by’ which the cost to replace in kind might exceed the cost of 

the original unit. To the extent of replacements in kind, therefore, 
the investment account does not reflect changes in cost brought 
about by changes in price level and there is no way of ascertaining 
at this time the extent to which the investment account has been 

So understated short of a physical inventory of the entire property. 
Also on the "Assets" side of the Balance Sheet, and 
elaborated in note 1 thereto, is the sum of the donations and 


grants which were used in the building of the railway, comprised 


mainly of those received under the terms of the original contract 


dated October 21, 1880. 
With regard to the stocks and bonds of leased lines which 


are held by the public, but which must be taken into account 
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in order to arrive at the total "investment in property used in 


transportation service", the value of such securities is shown 


in note 2 of the Balance Sheet, 

In the interests of economy and efficiency, the Company's 
treasury and mich of the materials and supplies are common to both 
rail and non-rail operations and thus there is no readily 
discernible segregation between rail and non-rail of the Working 
Capital of the Company. The principal items of Working Capital, 
which represents only a relatively small part of the total investment 
in any event, are the Cash and Materials and Supplies but these 
are subject to reasonable apportionment through special study 
on the basis of respective requirements. Such an apportionment 
was recently developed by the financial and supply officers 
of the Company in the 20% Freight Rate Case and was accepted 


by the Board in its recent judgment. 


The funded debt and capital stock liabilities of the Company, 


as set out on Schedule 4B in the annual report to the Board and 
to the Bureau of Statistics, are not segregated between the railway 
enterprise and the non-railway operations, and such a segregation 
is not, of course, practical or even feasible except on a purely 
arbitrary basis. 

Proceeds from the issuance of the capital stock and other 
securities (apart from Equipment Obligations) have been merged 
in a common treasury along with all other monies which the Company 
constantly receives from its many diversified operations. 
The Company supplied a balance sheet and profit and loss account 
to the Board in the 20% Freight Rate Case (Exhibit (49) ~49) 


showing an allocation of capital and profit and loss between 


railway and non-railway properties. 


In summary, the Canadian Pacific investment in railway 


property is clearly segregated from non-railway investment on the 


Balance Sheet and there is supplied to the Board and the 


Bureau of Statistics the figure of "Investment in Property 
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used in Transportation Service" 


» Which is the relevant base for 


testing railway results. While it is true that the capital 


liabilities of the Company cannot feasibly be segregated as 
between rail and non-rail operations, no difficulty is 
presented because the Satisfactory way of measuring permissible 
earning power is by fixing a fair rate of return to be earned 


on the railway property investment. 


OUTLINE SUBMISSION 


"66. The Company's income account pravides in the first 
instance the net amount of earnings produced by the investment 
in railway transportation property and also an overall figure 
of income earned from the investment in non-rail assets. 

Some minor items of overhead costs, such as supervision 
expenses and some items of income, such as bank interest, 
might be allocated somewhat differently but such differences 
are not likely to be important." 


— el Th! Fa 


FURTHER SUBMISSIONS 
Details of the results of Canadian Pacific properties are 
set out in the Income Account (Schedule 14) of the annual report 
to the Board and to the Bureau of Statistics in conformity 
with the nomenclature of the standard classification and thus 
the results of the railway enterprise are clearly discernible 
from the results of other operations of the Company e 
The details of railway operating revenues and expenses, 
as reported on Schedule 14, are set out under standard primary 
account headings in Schedules 16 and 17. There are some minor 
items of income and expense which are common to both rail 
and non-rail operations and the proportions of these which 
go into the rail primary accounts are established by Canadian 
Pacific with as much refinement as is necessary. Additional 
refinement could only be undertaken at unjustified expense and, 
due to the relationship between the railway and its non-rail ; 


enterprises, there is little doubt that the result would not 


be materially different. If refinement were extended to the 


point where, for example, 4 proportion of bank interest was 


credited to railway earnings, 4t would be appropriate, on 


the other hand, to charge the railway for the use of money 
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provided by "Other Income" from time to time. In this case 


the result would be an increase in the charges against railway 


accounts, 


OUTLINE SUBMISSION 


apy Submits that accounting methods and 
to ai helikeas tit cet ae oe : 
trative regulation by the Board 'of Transport Commissioners 
in order that necessary flexibility may be provided." 

FURTHER SUBMISSIONS 
Canadian Pacific submits that accounting matters do b 
not lend themselves to the rigidity implicit in statutory direction | 
but are more properly a Subject of administrative regulation. 
Canadian Pacific reiterates that its present arrangement of accounts 
as between railway and non-railway operations produces a fair 
picture of railway results. The Company has no objection to 
a working procedure with the Board similar to that followed by 
the Interstate Commerce Commission and United States railroads, 
under which accounting matters are continuously reviewed by the 
Commission's staff, in co-operation with railroad accounting 
officers, 
The preparation of a classification of accounts for Canadian 
railways was the subject of a study undertaken by a committee set 
up in 1937 by the then Minister of Transport under the chairmanship 
of an official of the Dominion Bureau of Statistics, and consisting 
of eee lentatives of the Department of Transport, the two major 
Canadian railways and the Railway Association of Canada. Considerable 
progress was made, but agreement had yet to be reached on several 
Bavortant features when the outbreak of war necessitated abandonment 
of the work. 
The Canadian Pacific, while always willing to co-operate 
in any study undertaken in a search for a workable formula capable 
a effecting an improvement over the present procedure, is of 


the opinion that it would not be prudent nor advisable to attempt 


© set, by legislation, the exact pattern which uniformity should 
. 
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take. Administrative regulation by the Board of Transport 


Commissioners is sufficient to provide efficient control, and, 


at the same time, the flexibility essential to meet changing 


conditions and to keep pace with technological progress, ‘The 


Canadian Pacific respectfully urges that your Commission make no 


recommendation which would tend to limit the 


judgment in this respect, 


Board's exercise of 


OUTLINE SUBMISSION 


"Clause 2(e) of the Order=in=Council reads: = 


*2(e) Review and report on the results achieved under 
the Canadian National-Canadian Pacific Act, 1933, and 
amendments thereto, making such recommendations as 

the present situation warrants,!? 


68. The cooperative measures contemplated by the Act were 
Suggested as a partial means of meeting a condition which 
developed during the great depression of the early 1950's, when a 
the density of traffic on both railways reached so low a point 
as to make it impossible to conduct either of them on a 

profitable basis, 


69. Prior to 1930 many joint arrangements, some of long 
Standing, were in effect among Canadian railways. Under the 
impetus of this Act further studies were undertaken by the two 
major railways looking to cooperative savings. Various arrange-= 
ments were formulated and put into effect embracing joint 
trackage agreements, joint station and terminal agreements; 
pooling of passenger train services and other cooperative 
measures such as joint freight handling and joint advertising.” 
FURTHER SUBMISSIONS | 
In reviewing the results achieved under the Canadian 
National-Canadian Pacific Act 1933, and subsequent amendments 
thereto, an appreciation of the circumstances existing prior to 
and surrounding the passage of the Act is desirable. 
For many years prior to the enactment of the above statute 
he Canadian Pacific had joint arrangements of various kinds with 


other railways. These arrangements may be 01 nee ee eee 


adings:; 
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(1) Joint facility agreements, whereby one company is granted 
‘ 


the right to joint use of the facilities of another company. An 


example of this type of arrangement is the Toronto=Hamilton 


joint section involving the use by the Canadian Pacific of the 


Canadian National line between these points. 

(2) Joint ownership of facilities whereby two or more compa- 
nies construct or acquire facilities for joint use. An example 
| of this type of arrangement is The Toronto Terminals Railway 
Co., in which the Canadian Pacific and Canadian National each 
own one-half interest, 

At the present time Canadian Pacific is party to some 
85 joint facility agreements involving facilities which it is 
estimated have a probable capital value of approximately 
$115,000,000 and participates in joint onership of two jointly : 
used facilities, involving a further probable capital value of i 
approximately $27,000,000. These co-operative enterprises were 
entered into voluntarily by the companies concerned, with the i 
approval of the Board where necessary, for the purpose of avoide- 
ing duplication of facilities and of effecting economies in main-= 
tenance and operation. 

With the onset of the depression in 1930, traffic on both 
major railways declined sharply to a point where it became impos-=- . 
sible to operate either of them on a profitable basis. In 1933, 
following the report of the Duff Commission, ‘arliament enacted 
the Canadian National-Canadian Pacific Act which directed the two ; 


railways to endeavour to agree upon co-operative measures for the 


purpose of effecting economies. In compliance with the terms of 
the Act many studies were undertaken and various co-operative 


arrangements formulated and put into effect embracing joint 


’ trackage agreements, joint station and terminal agreements, pool- 


a of competitive passenger train services and other measures 


‘such as joint freight handling and joint advertising. The 
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‘ 


practice was that the net Savings were shared equally by the two 
Companies, 


QUILINE SUBMISSION 


"70. The combined savin 
8S realized from these arrangements for-= 
mulated under the Act have exceeded one million eit aed a year." 
FURTHER SUBMISSIONS 
The Joint Co-operative Committee, set up by the two com- 
, panies, have made 17 studies which have resulted in co-operative 
action producing an estimated annual joint economy of $1,189,240. 


Particulars of these projects are shown below, and the figures 


given in each case are the estimated savings at the time the co- ; 
operative projects were effected: - if 
; 
Estimated | 
Annual | 
Passenger Train Pooling ‘Joint Economy 
Montreal-Toronto, Toronto=-Ottawa, Limited Pool . 
effective April 2, 1933 495,000 
Montreal-Toronto, Toront-Ottawa, Montreal-Quebec 
extended pool effective March : 
11, 1934 477,000 972,000 
Joint Freight & Passenger Facilities i 
Saint John, N.B. Consolidation of Car Cleaning 
& Repair Staffs under C.N. 
supervision, effective 
December 1, 1933 10,163 
Fredericton,N.B. C.P. Freight Yffice and Shed 
& CN. Passenger Station closed 
and joint use of remaining 
facilities, effective 
March 1, 1934 8,895 
Quebec, P.Q. Consolidation of Car Cleaning | 
Staffs under C.P. supervision, 
effective June 16, 1955 17,736 
Gladstone, Man. Joint use of C.N. Station, 
: effective July 3, 1933 2,800 39,594 


Joint Switchin 


Portage la Each Company performs joint yard 

Prairie, Mano and industrial switching in 

: alternate months, effective 

November 1, 19355 7,500 7,500 


ers 


g(a} 


~4'te cali<?, = Aese 
| \ 
€or ita 

Le ¢ 43 oe gsi 7s ¢ ghana 


eA , aioe ine acl ee ee: aatal pu 
2s nesl: wilh 23enles, @Gnee to o¢ 
=a Petacktce ef? oa ote GERe af 

b 12. sree senetann av 


cbiech nie” Jiiee 
d@A rth 455 i¢ “2° : (uate %eIy 


oe! ‘30 1) °6 
ws >» sansa. Jtorwt~-ls 
j 4 tw pt p © 
° one 
+ _italest geig 
. . vA 4 Ht ts 
& > 
bas “a 
t aotols 
& 
v 
a 2 
: y evs [ aman 
t ‘ 7146 
at i ofTE 5 ek Le 
aso! £s® 
y ( anon 
i e 1? ate 
q =f sa 
J >< i s% 


- 133 - 


Estimated 
Annual 


Handling of Freight by One Company for the Other Joint Economy 


Fredericton, N.B.-= Vanceboro,Maine, C.N. traffic 


hauled by C.P., effective 
December 1, 1933 9,000 


Calgary-Edmonton, Alta.-Kamloops, B.C., CeNe grain 
traffic originating in Calgary 
district hauled to Kamloops by 
C.P., and C.P. grain traffic ori- 
ginating in Edmonton district 
hauled to Kamloops by C.N., 
effective November 13, 1933 60,000 69,000 


Change in Interchange Location 


_ Freight traffic formerly interchanged at Lennox- 
_ ville now interchanged at Lower Sherbrooke, 
effective January 1, 1934 4,416 4,416 


Line Abandonments with Joint Use of Remaining Line 


Cyr-Edmundston, N.B., C.P. abandoned 27.6 miles of 

line and use C.N. line between 

these points, effective July 1, 

1936 30,000 


TIberville-Farnham,P.Q., C.N. abandoned 10.9 

miles of line and use C.P. line 

between these points, effective 

April 26, 1936 12,347 


Red Deer Jct.-Red Deer, Alta., C.N. abandoned 4.9 

miles of line and use C.F. line 

between these points, effective 

March 27,1941 2,960 


Alix-Nevis, Alta., C.N. abandoned 9.5 miles of 


line and use C.P. line between : 
these points, effective date 
October 18, 1948 6,155 


Trelle Jct.-Morinville, Alta., C.N. abandoned 12.2 
miles of line and use N.A.R. line 
between these points, effective 

date September 1, 1947 8,688 59,730 


Line Abandonment with Abandonment of Territory 


St Canut-Cushing Jct., P.Qe, CoN. abandoned £4.6 
miles of line and discontinued 


business in the territory, 
effective August 1, 1940 24,000 


Linwood-Listowel, Ont., CoPe abandoned 16.5 miles 
= = : of line and discontinued business 


in the territory, effective 
May 14, 1939 13,000 37,000 


Estimated Annual Joint Economy from all Joint Cos 
operative Commiteee Projects in Effect as of $1,189,2 
January 1, 1949 F) r) 


j les of line abandoned - Goble 62.41% Gols 44.1 - Total 106.2. 
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Fifteen studies indicating a further estimated annual joi 
economy of $774,525 have also been made. These projects are as 
follows: ~ 


Line Abandonment Projects approved by Board of 


Transport Commissioners but not effective, 


Estimated i 
Annual 


Joint Economy : 


Middleton-Bridgetown, N.S., C.N. abandon 13.2 miles 
of line and withdraw from 
territory 16,800 i 


Langdon-Beiseker, Alta., C.N. abandon 10 miles of 

line. C.P. abandon 22.6 miles of 

line. Each Company use remaining 

lines in territory jointly 30, 500 


Forth-Ullin, Alta., C.P. abandon 64.7 miles of line 
and withdraw from territory. C.N. 
abandon 6.5 miles and lease 7.0 

miles of C.P. abandoned line 58,000 105,500 — 


Line Abandonment Projects considered by Board of ; 


Transport Commissioners but no order issued. 


Dranoel-Medonte, Lindsay-Bobcaygeon, Ont., CoP. aban-= 

don 90.5 miles of line and withdraw 

from territory. C.N. lease 16.2 

miles of abandoned line and agree 

that C.P. may have through running 

rights on C.N. line between Medonte 

and Peterboro when certain specific 

future conditions obtained 09, 700 55, 700 
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Line Abandonment Projects recommended by Joint 
Co-Operative Committee but disallowed by the 


Board of Transport Commissioners. 


Arnprior-Eganville, Ont., C.N. abandon 37.9 miles of 
line and withdraw from the 
territory 104,000 


Cataract-Fergus, Onto, CoP. abandon 24.7 miles of 
line and withdraw from territory 22,724 


MacGre or-Varcos, Man., CoP. abandon 54.4 miles of 
i. : line and withdraw from territory 45,000 


Louise-Deloraine, Man., CoN. abandon 56.5 miles of 
) line and withdraw from territory 50,000 


Portage la Prairie-Gladstone, Mane, C.N. abandon 
36,4 miles of line. Each Company 


use remaining line in territory 


jointly 34,500 
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Estimated 
Annual 


Joint Econ 
Mane, CoP. abandon 19.8 miles of 
line and withdraw from territory 15,000 
Hallboro-Beulah, Man., C.N. abandon 75.2 miles of 
line and withdraw from territory 65,000 


Hamiota=Miniota, 


_ Reston-Wolseley, Sask., C.P. abandon 122.4 miles of 
line and withdraw from territory 104,550 


5 Carbondale-Egremont, Alta., N.A.R. abandon 29.8 
miles of line. C.N. and N.A.R, 


use remaining line in territory 
jointly 


Projects Reconmended but not proceeded with. 


_ Joint Switching: Mimico-Swansea, North Toronto- 
. Leaside Areas 16,430 


14,421 435,195 


Bala-Park-Wanup, Ont., CoN. abandon 141.2 miles 
of line. Each Company use 

remaining line in territory . 
jointly 161,900 178,330 


TOTAL = $774,525 


The two undernoted projects for line abandonment, which 
were investigated in the first instance as co-operative projects, 
were later proceeded with as exclusive projects, that is to say, 
the abandoning Company decided to proceed independently and to 


give up its operation without sharing the savings or being com- 


pensated by the other for loss of traffic: 


Ste.Therese-St.Eustachs, P.Qes, CoP. abandon 5.7 miles 
of line and withdraw from territory. 


Joliette=-Montfort Jct. and Fresniere-Shawbridge, P.Q. 
C.N. abandon 44.3 miles of line and 
each company use remaining line in 
territory jointly. 


The following project, investigated and recommended, was 
subsequently found to be inadvisable on account of increasing 
industrial development in the territory: 

irds Hill-East Selkirk, Man. C.N. abandon 15.35 miles 


of line. Each Company use remaining 
line in territory jointly. 


# 


Scotts Jct.-North 
to the River, P.Q, 


Lanoraie-Joliette, 
or Paradis-~ 
Joliette, P.Q. 


Belair-Lachevro-= 
tiere, P.Q. 
Federal-Smiths 

» Fatis, Ont. 


= Sniths Falls- 
Yarker, Ont. 


Glen Tay-Shannon= 
Ville, Ont. 


Ottawa-Pembroke , 
Ont. 


Ottawa West- 
Carleton Place, 
Ont. 


West Tower-Deer, 
Man. 


Rossburn Jct.- 
Orrville, Man, 


Estevan-Bienfait, 
Sask. 


Regina-Moose Jaw, 
Sask. 


Young-Colonsay, 
Sask. 


Saint John, N.B. 
Toronto, Ont. 
Chatham, Ont. 
MacTier & South 
Parry, Ont. 


Parry Sound, Ont. 
‘Estevan, Sask. 
Regina, Sask. 


askatoon, Sask. 
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Projects found to be Uneconomical 


Abandon either C.N.R. or Quebec Central 


Railway line and both use remaini line 
jointly, te 


Abandon 6.3 miles of C.P.R. line or 10.6 
miles of C.N. line, both Companies us ing 
the remaining line jointly. 


Alternative C.N.R. or C.P.oR. line aban- 
donments with both Companies using 
remaining line jointly. 


Abandon 33.8 miles of C.N.R. line and 
both companies use C.P.R. line jointly. 


Abandon 51.3 miles of C.N.R. line and 
use C.P.R. line jointly. 


Abandon 69 miles of C.P. line with joint 
use of 84 miles of C.N.R. line 


Abandon either C.N.R. or C.PoR. line 
with both Companies using the remaining 
line. 


Abandon 24 miles of C.P.R. line and 
both Companies use ©.N.R. line jointly. 


Abandon 23.9 miles of C.N.R. line and both 
Companies use C.P.R. line jointly. 


Abandon 9.2 miles of C.N.R. line and both 
Companies use C.P.R. line jointly. 


Abandon 6 miles of either C.N.R. or C.P.R. 
line. 


Abandon 40.0 miles of C.N.R. line, both 
Companies using C.P.R. line jointly. 


Abandon either C.N.R. or C.P.R. lines 


Joint yard switching. 

Joint switching, Union Station & Coach Yard. 
Joint switching, Sugar Co. premises. 
Consolidation of C.P.Re locomotive and ter= 
minal facilities with those of C.NR. at 
South Parry or vice versa. 

Joint yard switching. 

Joint yard and industrial switching. 

Joint industrial switching. 


Joint industrial switching. 
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Calgary, Alta. 
Kelowna, B.C. 
Halifax, N.S., 
Saint John, N.B., 
and other points, 


Montreal, P.Q,. = 
Boston, Mass, 
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Joint yard Switching, 
Joint yard switching. 


Establishment of joint ticket offices. 


Extension of passenger train pool services 
to include Montreal-Boston trains. 


Extension of passenger train pool to West of Toronto, 


Pembroke=North 
Bay, Ont. 


Kamloops= 
Vancouver, B.C, 


Montreal-Winnipeg , Man., and Toronto- 
Winnipeg and West, 

All C.P.R. through traffic over C.N.R. 
line. 


Hauling C.P.R. through traffic over C.N.R. 
line. 


Projects on which study was interrupted 


owing to war activities. 


Between Competi- 
tive Points 


Woodstock-Windsor, 
Ont. territory 


Nipigon-Current 
Jcteo, Ont. 


Fort William- 
James, Ont. 


Winnipeg-=Morris, 
Mano 


Brandom=-Maon, Man. 
Saskatoon-Unity, 
Sask. 


Bruderheime 
Edmonton, Alta. 


Fort William & 
Port Arthur 


Saskatoon, Sask. 
Calgary, Alta. 
Edmonton, Alta. 


Edmonton & Calgary 
to Vancouver, B.C. 


Nation=wide pool competitive passenger 
train services, 


Abandonment of competitive lines. 
Abandon C.P.Ro line and running rights 
over C.N.R. line. 


Abandon C.P.R. line and running rights 
over C.N.R. line. 


Abandon either C.N.R. or ©.P.R. line and 


joint use of other line. 


Abandon C.N.R. line and joint use of C.P.R. 
Line > 


Abandon functionally duplicate line, 
Abandon functionally duplicate line. 
Joint operation of Lake Head Terminals. 


Union Passenger Terminal. 
Union Passenger Terminal. 
Union Passenger Terminal. 
Extension of co-operative agreement for 


handling westbound grain to Kamloops to 
ths lake eaten’ traffic. Vancouver to be 


made interchange point. 


) 7 
. th 2 
iad a » . 
: ea 
a Lie . 

yalsi. oxatti = 
ied ,eatot take 
ne hog, “eth te: 7 


a 


——————————————— 


Okanagan Valley- 
Vancouver, B.C, 


System 
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Handling of freight traffic by one Compan 
for the other, ? iat 


Territorial withdrawalsof duplicate 
telegraph offices on a reciprocal basis. 


Other Projects which have received Study. 


Montreal-Vaudreuil 
Okanagan Valley 


Shannonville= 
Darlington, Ont, 


North Bay= 
Yellek, Ont, 


Sudbury= 
Winnipeg, Man, 


Kamloops= 
Vancouver, B.C. 


Halifax, Yarmouth, 
Regina, Saskatoon. 


North Bay, Ont. 
Sudbury, Ont. 


Ottawa, Ont. 


Creat. o& C.P.Ro 
Telegraph Cos, 


C.N.R. & GP oH. 
Express Cos, 


St. Johns, P.Q., 
White River, Vt. 


Sherbrooke, P.Qe, 
St. Johnsbury, Vt. 


Montreal. 
Kamloops=Hope, 


BoCo 


Pacific Coast 
Steamships 


Pooling of suburban service, 


Pooling of train and boat services, 


Abandon C.P.R, 


line and use jointly 
C.N.Ro line. 


Abandon 7,9 miles C.N.R. line and joint 
use of C.P.R. line and station. 
Abandonment of duplicate lines. 

Abandon either C.N.R. or C.P.R. line and 
joint use of other line. 


Freight Terminals Regina and Saskatoon and 
joint facilities Halifax and Yarmouth, 


C.P,. station facilities to be used jointly. 
Joint Passenger and Freight Terminals. 
Joint use of C.P.R.e locomotive terminal 
facilities at Ottawa West and of OC.N.R. 


locomotive facilities at Deep Cut. 


Consolidation of Commercial Telegraph 
Companies. 


Consolidation of Express Departments. 


Running rights for C.P.R. trains over 
CoVoR. tracks. 


Handling of C.P.R. freight traffic to New 
England points via C.N.R. lines. - 


Montreal Joint Stock Yards. 


C.P.R. to use G.N.R. line for freight 
service and ©.N.R. use C.P.Ro line for 
passenger service. 


Amalgamation of present fleets under a 
separate company or the elimination of 
duplicate service. 
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OUTLINE SUBMISSION 
6 Ania of the cooperative measures discussed before the 

uff Commission on whose recommendation the Act was passed, and 
many other similar types have been closely scrutinized. Few of 
such projects have been found possible of realization. 


72. Certain line abandonme 
were refused by the Board of 
tations by provinces and ind 
such lines of railway, 


nts agreed upon by the railways 
Transport Commissioners on represen= 
ustries and communities served by 


750 The joint committee of the two railways is still active 

in seeking further cooperative economies, ‘The extent to which 
Savings can be made is uncertain as conditions have changed 
greatly since the Act was passed in 1933. The population of 
Canada has increased by approximately one=third and the country 
has become much more industrialized, The Canadian Pacific is 
today operating the same number of miles of railway as it was in 
1935 but the revenue freight ton miles have increased from 
@oevo,118,000 in 1933 to 25,218,400,000 in 1948, that is an 
increase of 267%." 

FURTHER SUBMISSIONS 
. In addition to measures taken in accordance with estab- 

lished joint facility procedures, or pursuant to the 1933 Act, the 
two railways have been active in other forms of co-operation. For 
example, the Communications facilities of the two railways have 
been integrated to a considerable degree. Also, numerous co= 
operative measures involving the handling of Express traffic of 
the two railways have been effected. Joint advertising by the 
respective traffic departments has done much to eliminate duplicae- 
tion in that field. At Vancouver the joint operation of the new 
Hotel Vancouver on behalf of the Canadian National and Canadian 
Pacific, and the closing of the old Vancouver Hotel, formerly 
owned and operated by Canadian Pacific, is another example of 
joint co-operation. 

Among the submissions which have been made to your 
Commission in connection with co-operative economies under the 
Canadian National-Canadian Pacific Act, it has been urged that 
the Board of Transport Commissioners should refuse to grant to 


the railways increases in rates until the railways have satisfied 


Board that they have performed the duty which rests upon them 
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under the Act to introduce co-operative economies. Similar argu@= 
ments have been put forward in the recent cases before the Board. 
It is urged either that the Board was wrong in holding that it had 
no jurisdiction in such matters or that the Board's power should 


be so enlarged as to give it jurisdiction to require the making of 


Such economies and, where necessary, to refuse to grant increases 
in rates until such economies have been achieved. 

Canadian Pacific is opposed to these suggestions on the 
ground that they are completely impracticable, It does not, of 
course,-:ask that it be relieved of the obligation imposed by the 
Canadian National-Canadian Pacific Act but it points out that if 
increases in rates were to be refused to one railway as a result 
of the failure of another railway to co-operate, grave injustics 
might well arise. “hat is to say, the failure to co-operate may 
be the failure of one or the other of the two major railway com- 
panies and the refusal toe grant increases in rates affects not 
only the other of the two large railway systems but also all other 
railway companies which have no similar obligation under the Act. 
It is, therefore, possible that the penalty for the failure of the 
Canadian Pacific to co-operate might be visited upon the Canadian 
National or any of the other railways which were not in breach of 
any obligation. Similarly, the failure of the Canadian National 
to agree to a co-operative measure would result in penalty on the 
Canadian Pacific even though in a given case that failure was not 
the result of breach of obligation under the Act by the Canadian 
Pacific. 

There is also danger that, if the Bomd should, on an 
application for increase in rates, either adjourn or reject the 
application until full investigation is had to see whether co- 
‘operation could have been achieved, the railways could be de=- 
prived of needed revenue for a considerable period. This would 


work a substantial injustice, particularly in cases in which the 
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Board should discover that there was no breach of the obligation 
under the Act by either of the two railway companies. Care must 


at all times be taken, in the submission of Canadian Pacific, to 


avoid falling into the error of believing that co-operative mea- 
Sures are in any way tied to increases in rates, Let there be a 
penalty, if desired, upon the railways for failure to carry out 
their obligations under the Act butthat penalty, in the submis= 


Sion of Canadian Pacific, should not take the form which has been 


‘urged before your Commission and before the Board, 


OUTLINE SUBMISSION 


"74, Canadian Pacific submits that the Act has served and 

can continue to serve a useful purpose. In addition, the Act 
has a restraining effect on wasteful competition. No amendment 
of the Act is necessary." 


FURTHER SUBMISSIONS 


At the same time it seems obvious that co-operative 
measures cannot in the very nature of things be relied upon to 
provide savings of such magnitude as to avoid the necessity of 
rate increases. Co-operative measures are possible only on the 
assumption that there is substantial unused capacity in one or 
the other of the two railway systems. This was undoubtedly true 
of the depression years but traffic has increased very materially 
since the Act was passed and the opportunities for co-operative 
economies have accordingly decreased. Moreover, if railways are 
to continue to be competitive with each other, and this appears 
to be desirable in the public interest, it follows that full coe 


operation must in the very nature of things be impossible. 


a 


. 


7 
) Cae 
7 ai _ 


ia 


eer 


sym wees GD. oer 284 a ah 


ot ~? TOURS Jannah: ¢ 


of trcoe _ 


i 
ant 48 d21de Olea? Ie mae 
dread, al! ord hie Boe ool ee 


pha 


atte: ssi 
aoe sotsbevg wan 
, ayer tal phat = 


fa. Sse 2 
ene ha Oily 
“268 -a/ = 
) hl 
ort 
. =~ 
& 7! 9) 
4 yi 
e é 
ra 7 a 
—) ae) ge 


ve 


sight ee. j 7 


rs 


ale 
a 


eeu ty? 


aft @ il. hl: eS a 
“i woaopee  ¢e°8es 
secents {prateey =) 7 


7 
‘3 Coat ek ometing. me 
a sth Bs Na “ie tontak obiee 
eam WetpQmee wh Se iegecee -enanetsnt at we} 


is f ovens, pay oot Yegmaree 


woh tus eeites wee <W Ye voddé ail 


L ASD a sah “Fe! ese a lesbanee ond Bi 

n/' <n @t ut e400 OY tuk Orhe tate] 
Ten ingen at 9 Loewe ered eobeune 
@ vir te sad = eunlsnos of 


gare) -\(20 <9 epeiiateed 068 


\ ‘ly Sete ese, Mt SP) sate Retcearer 


a > 


a 


~142 < 


QUILINE SUBNTSSTON 


Clause 2(f) of the Order-in-Council provides; = 


_ '2(f) Report upon any feature 
b of the Railway Act 
peed legislation generally) that might tivantane sete 
© revised or amended in view of present day conditions.? 


So Canadian Pacific is a bili 
ecognizes yA ek peta ats public service corporation and 


anagement. The trend shoul 
‘egulation of railways, 
ther media of transport 


ispute, defini- 
Otherwise regulation becomes 
ression to the detriment of the service performed for the 
lic by the regulated industry. 


The Board of Transport Commissioners as an adminise- 

itive and semi-judicial tribunal must at all times be able to 
nder its decisions free from political influences. Unless 

s is the case the Board will not have the confidence of the 
ic and of the railways which is so necessary to it in the 
formance of its important functions under the Railway Act. 
thing which destroys such confidence and the stature of the 
30ard is a disservice to Canada. 

8. Appeals from the Board should be limited to those involving 
stions of law and jurisdiction and should be made only 

the Supreme Court of Canada. Appeals to political tribunals 
ave a stultifying effect upon the Board and upon the impartial 
nd judicial exercise of its powers. 


Canadian Pacific Submits that appeals from the Board to 
Governor=in=Council should be abolished and that a 
ecommendation should be made to amend the Railway Act by 
@leting Section 52(1)." 


FURTHER SUBMISSIONS 
At common law those engaged in a "common calling" were 


F 3 
quired to serve all who applied at Ser oe ee rates (@oBo, 
, 1 


Inkeepers, armorers, candle mongers) « 

The introduction of railways as common carriers in 
gland brought into the English law the concept of control of 
iSiness beyond that required at common law. At the outset certain 


Brictions were imposed in the charters incorporating the railway 


eee? ® Later, general legislation applicable to railways with 


. 

@ minute control was enacted. 
“Holdsworth, History of English La 
©. K. Burdick, Origin of the Pecu 
‘11 Col. L Rev. 514-6. 


w, Vole II, po 467; See also 
liar Duties of Public Service Co. 


Great Western Riy. ve Sutton (1869) LoRe 45 Hole 226, 


Blackburn J. at 2370 | 
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It was not until there existed statutory provisions 
either in the charters incorporating the railway companies or in 


the first general legislation that railways were, for example, obliged 


to refrain from undue preference or unjust discrimination, ‘)) 


| The development of railway transportation legislation in 


phe United States,while later in time, paralleled that of England. 


In the United States the activities of railway promoters in the mide 


western states, particularly in regard to preferential rates and 


discrimination between Shippers, added impetus to Government regulation. 


Regulation of Services, rates and operating practices of 
common carriers Se re been recongized as contrary to the principles 
of free enterprise, Without any acceptance of socialistic or quasi- 
socialistic principles, regulation of common carriers was justified on 
the basis of protection of the public on account of the particular 
circumstances in which railway undertakings operated, 

So long as a traveller or a Shipped had a choice between 
using his own vehicle or that of a common carrier, whether the 
movement was by road or through coastal or inland waterways, there 
was not need for Government interference with the functions of 
management of a common aOREeune Gate development of the country 
where goods were required to move relatively long distances inland, 
even before the advent of railways, was putting a strain on the 
concept of the shipper's or traveller's freedom of choice between 
his own vehicle and that of a for-hire carrier. The introduction of 
railways as a means of carriage brought radical changes into the field 
of transportation. Railways were costly undertakings which could not 
2¢ duplicated by the individual. 

In England, the first approach was for the railway 
sompany to build the line of railway and individual shippers 
vould move their traffic over the line in their own vehicles 
mM payment of a toll. This system was soon found unworkable 


‘1) Baxendale v. Great Western Rly. (1858 LoR. 5 CoBs (Neo So) 


/ 336, Cockburn C.J., at 351. 


2) Railway & Canal Act of 1854 compared to Interstate Commerce 
| Act of 1887. 
| 


3) Discrimination by Railroads, I. B. Lake, ppe 29-30 (Edwards & 


Broughton Co. 1947) 
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line of railway, 


In the development of the United States and Canada, 


“Pailways became indispensable to the movement of commerce. Mareover, 


mm sccount of the large land mass which had to be traversed, huge 


Therefore, such reilways became 


‘powerful monopolies, The Services such monopolies provided were 


essential public services and it early was recognized and 
accepted as a principle that the right to engage in a railway 
undertaking was accompanied by statutory obligations which 
prevented abuses of the monopolistic power of the undertaking. 
Canada had the experience of England and the 
United States to follow. There was general railway legislation 


jin the Province of Canada and after Confederation general legislation 


was passed applicable to railways within Dominion jurisdiction. 


Section 12(6) of the Railway Act of Canada 1868 (S.C. 
1868 Chap. 68) states the matter clearly in regard to rates:-= 


"12(6) All or any of the tolls may, by any bylaw, 

be reduced and again raised as often as deemed 

necessary for the interests of the undertakings: 
. But the same tolls shall be payable at the same time 
/ and under the same circumstances upon all goods and 
&§ by all persons, sothat no undue advantage, privilege 
. or monopoly may be afforded to any person or class 

of persons by any by-laws relating to the tolls." 


Section 12(9) and (10) of the Railway Act 1868 vested 


in the Governor~in-Council general approval over all rates when 


first established, with power to revise rates from time to time. 
Since the first Canadian Railway Act, regulation of 


Canadian railways has not basically altered, although the trend 


Until about twenty-five years ago, was one of expanding governe 


mnt control. Since 1925 there have been no major extensions of 


"~~, 50510000 way = 


vernment regulation of railways in Canada; nor, however, has 


ere been any major diminution of the amount of control exercised, 


Railway Transportation, C. Lo. Raper, PP» 8-9; (Putman's 
Sons, 1912). 
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The transportation scene has materially altered in the 


last twenty-five years, Railways no longer have a monopoly on 


jarge portions of their business, Private motor cars, autobuses 


jand aircraft are competitors in the passenger-carrying field. 


Aircraft are rapidly gaining status for the transfer of express. 


Private, 


commercial and common carrier trucks are competitors 
in the movement of freight. For personal transportation or move= 


“ment of many types of traffic, the public has, just as before the 


| 


) introduction of railways, a real choice between use of a personal 


vehicle or two or more competing for-hire transport agencies. 


Thus, Canadian Pacific submits, the justification for 


interference with the functions of railway management to protect 
the public must now operate within a narrower field than formerly 
jand the trend of regulation of railways should be toward greater 


freedom for management, rather than less. 

Railways still have a virtual monopoly in Canada for 
‘long-haul movement of many bulky, relatively low value commodities. 
‘Railways still are the most efficient transport media for the mass 
‘Movement of persons and goods over long distances, especially where 
there is light traffic density. Railways recognize, therefore, that 
lene regulation of their enterprise is to be expected and deemed in 
‘the public interest. Such regulation must always, it is submitted, 
‘stand the test of whether it is necessary in the public interest. 
If any regulation cannot stand such test, its retention can only be 
Supported on the principle of using railways as an instrument of 
HWcielistic policy. 

Even where regulation can stand the test of necessity 
| a protection of the public, such regulation must be definite. 
Meputes must be settled solely on their merits and decisions 
mst be rendered without undue delay. This fact has been univer- 
| recognized and was the principal reason why the body regula- 


ng railways in Canada was changed in 1903. 
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Prior to 1903, railways in Canada were regulated by 


_the Railway Committee of the Privy Council. This body was first 


constituted by the Railway Act of Canada 1868 (Sections 23-47). 


“The Railway Committee of the Privy Council was composed of 


elected representatives of the Canadian people, Its members were 


charged with all the responsibilities of Ministers of the Crown, 


as well as their duties regarding the regulation of Canadian railways. 


The Committee had not the time, nor the opportunity, nor the 


facilities for taking up questions respecting the control and 


regulation of traffic upon railways and the rates and tolls to be 


charged by them. This work could be more efficiently performed 


by a tribunal specially constituted for that purpose ( 


| 
| 
| Hansard 
i902, Hon. A.G. Blair, Minister of Railways, p. 2436). 


The abolition of the Railway Committee of the Privy 
Council and the substitution of the Board of Railway Commissioners 
resulted from an investigation and report by Professor S. J, 
McLean (Sessional Papers 1902, No. 20(a)). Professor McLean at 

-p. 57 found:-= 


" The defects in the Railway Committee as a regulator 
of railway transporation I would place under the 
following headings2= 


(1) It has a dual function = political and 
administrative; 


(2) The lack of migratory organization renders it 
impossible to deal effectively with complaints; 


(3) The distance to be travelled by the complainants 
renders the expense too great; 


(4) There is a lack of technical training for the 
(es work; 


i (5) The existing organization is not sufficiently 
| permanent." 


In Professor McLean's report and in the Commons Debates 
en the 1903 legislation was under consideration, it was recog- 
zed that if the regulatory tribunal proposed was to be success= 


1, it had to have the confidence of all. The Hon. Mr. Blair, 


902 Hansard 4237) statedt<- 
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eo e © the character, th 
the selection of i gd © capacity, the wisdom and 


en is 
Committee can afford m everything. Unless this 


Sn . o 8 5 
character and of firmness and eect evenenac anes 


have experience in business, e 

Xperience i 
operation, experience in law. a we cannot Renee 
that the Commission , , o Will be successful. We 
have to give these men such a tenure as will invite 


those we want .,.., long enough to induce them to 
give up a business, We have to pay them well," 


of fairness, men who 


The ability to achieve the objectives so clearly ex- 


pressed by the Hon. Mr. Blair is in Serious jeopardy, because of 


the right provided in the Railway Act to appeal from the decisions 


of the Board to the Governor=in-Council, 


The history of the appeal from the railway regulatory 

body to the Governor-in=Council is a long one, 

Under the Railway Act of 1888 (Statutes of Canada, 

Chap. 29) an appeal was provided to the Governor=-in=-Council from 
the Railway Committee of the Privy Council. Professor McLean, in 


his report, recommended the retention of such an appeal. The 


reason he gave was that it was necessary to have such an appeal to 


safeguard the principle of ministerial responsibility. It is sub- 
} 


‘mitted, however, that the appeal provided by Section 52(1) is not 
mo coseary to safeguard the principle of ministerial responsibility 
‘because of the provisions of Section 36 of the Railway Act. That 


'Section empowers the Minister of Transport to reqiest the Board to 


"inquire into, hear and determine any matter or thing which under 


VEhis Act it may inquire into, hear and determine upon application 


| 


or complaint". Moreover, government responsibility is adequately 
Provided for by the present Section 38 of the Railway Act which 
“enables the Governor-in-Council to refer to the Board for report 
7 y matter arising out of the Railway Act or any other Act of the 
rliament of Canada. 

Since the inception of the Board of Railway Commis- 


onersthere have been fifty-one appeals to the Governor-in-= 


uneil Only three of these were allowed. Fourteen were referred 


ek to the Board for further consideration. The balance were 
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ither dismissed, withdrawn or abandoned. That the power of appeal 


to the Governor-in-Council was open to abuses has been recognized. 


or instance, in City of Montreal v, 


3 Canadian Pacific = Park Avenue 


Case, 1912, dealing with an Order closing certain streets in Mont- 


€al, the Prime Minister, Rt. Hon, R, L. Borden, one of the members 


hearing the appeal to the Governor=in 


tt 


“Council, saids- 


; Lt rather seems to me that the Statute is designed 
to give the Governor-in=Council the right to interfere 

in very urgent or extreme cases because it confers on 
the Governor=in=Council the power of intervention with- 
out petition from etther party .ooooo None of these 

things are provided here , o e © YOU may say that there 
may be cases in which the Board of Railway Commissioners 
for Canada may establish some principle which would work 
great injustice upon municipalities, or on the other 
hand upon railway companies, It seems to me that the 
better course in case of any such injustice, is to have 
Some tribunal where the subjects could be much better 
considered than they can be considered here, A tribunal 
of that kind . .. ought to be in a very much better con- 
dition to lay down a general principle than the Gentlemen 
who for the time being happen to constitute the Privy 
Council of Canada. I say that with all due respect to 
ourselves," 


Section 52(1) of the Railway Act is an invitation to the 


| 


| public to have railway problems considered in a political forum 
ina to attempt to have such problems decided on political consi- 
derations rather than upon the merits and upon the evidence, 
Important railway problems should not be open to decision by a 
bransitory body which the Governor-in=-Council must of necessity 
‘be. The Governor-in-Council has not the time nor the training to 


onsider the voluminous evidence developed in disputes of magni- 


tude such as general rate cases. Of necessity, therefore, the 


| Governor-in=Council's decision must be given on considerations 
Other than the facts and merits of the case. A right of appeal 
| such a tribunal is open to other abuses. It constitutes an 
i tation to parties in interest to make ex parte representa - 
dons and thereby bring pressure to bear upon the tribunal. A 
triking example of such ex parte representations can be found 


the representations made ex parte on three eb as x 


advance of the formal appeal, which was set down and argued 
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fa September 1948, from the judgment of the Board in the 21% Case. 


When the appeal came on for hearing, the Governor-in=-Council set 


peide.two days for that Purpose. During the course of two days, 


Seven provincial governments and the railways together attempted 


to present arguments based upon a hearing that occupied 150 days 


before the Board of Transport Commissioners, 


The shortcomings of political tribunals to deal with 
Such complex matters as railway regulation are clearly pointed 
up in the following passage from the Report of Professor S, J. 


McLean to which earlier reference was made, 


"The attempt to regulate such matter through 
politically organized bodies has not Succeeded. 
The regulation is essentially an administrative 
function; an intermingling of this with political 
duties leads to lack of harmony and efficiency. 
The regulation of the railroad question, in the 
public interest, demands technical training. It 
demands all the time of those engaged in such 
matters. They should be concerned,not only with 
the settlement of grievances when they arise, but 
also with an attempt to prevent grievances. The 
duties of political officials prevent the exercise 
of such functions. Under a system of private 
ownership and management of railways, the only 
efficient method of controlling them in the public 
interest is through entrusting such matter to an 
efficiently organized Railway Commission." 


This and other references in Professor McLean's Report 
Sndicated that the prime purpose of establishing the Board was to 
Temove railway regulation from the political arena and to place 
it in the hands of an administrative tribunal with the necessary 
technical training and assistants. As previously indicated, the 


Appeal to the Governor-in=-Council from the Board was retained on 


he theory that it was necessary to preserve ministerial respon= 


‘Sibility. Canadian Pacific submits that the retention of the 
ppeal, justified as it may have been in the transition period 


llowing the formation of the Board, no longer exists. 


In 1903 it was decided to take politics out of railway 


@gulation. Either that decision was right and politics should 


completely taken out of such regulation or it was wrong and an 


dependent tribunal such as the Board should be instructed that 
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acts and merits of any dispute but also the political implications 
of their decisions, 


The Railway Act provides for an appeal from the Board to 
the Supreme Court on matters of law and jurisdiction, 


of the 


The decisions 
Board of Transport Commissioners are final on questions of 


act but Section 52(1) allows the Governor=in-Council to review, vary 


or rescind decisions whether of law or fact, Canadian Pacific sub-= 


‘ 
mits that there is no necessity for an appeal on questions of fact 


i 
from the Board. The Board 
‘ 


me, eee of transportation problems, and after hearing evidence, is 


» assisted by their experts and with their 


the only body that can intelligently and equitably deal with dis- 


putes between the public, government bodies and the railways. The 


t : 
protection of the public interest does not require an appeal from 


; 


the Board to the Governor-in-Council. If the Board issues orders 
which are truly contrary to the public interest of Canada, the 
bi 


oo is protected by the ability of the Minister to refer matters 


o the Board, by the ability of the Governor-in-Council to refer 


matters to the Board, and by the overriding ability of Parliament 
at all times to amend railway legislation. 

Under the Act as it now stands, an appeal to the Supreme 
Court of Canada upon any question of law can only be had if the 
Board decides that the question is one of law and grants leave to 
appeal. If, on the other hand, an appeal is desired upon a ques- 
tion of jurisdiction, an appeal may be had upon leave being obe- 
tained from a Judge of the Supreme Court or upon leave being 

Mitel ned from the Board. It would not seem to be right that the 
‘Board, which rendered a decision that involves a question that 

ay be one of law, should be the only tribunal to determine whether 
Mch question if one of law and whether an appeal should be had. 
problem that arises in determining whether a particular ques- 


fon is one of law or of fact is often a difficult one. 


In Rogers Majectic Corporation vs City: of Toney any oe 


»GoR. 440 the judgment of the Supreme Court ab page 660 Oe 
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"Whether there is a 
question of law or th 
construction of a Statute upon which an argent 


lies to the Court of A 
Ppeal is not al 
ee ae ea Probably no satisfactory a 
efin on can be framed 
circumstances," So as to cover all 


In Farmer vs Cotton's Trustees (1915) A.C, 922, Lord 


It follows then that the court to whom it is proposed to 
bake an 


appeal should be the tribunal to determine whether the 
‘decision of the lower tribunal has raised a question of law or 
of fact and whether in the circumstances leave to appeal should 
be granted. 

It is respectfully submitted that it should be open to 
Judge of the Supreme Court of Canada to determine on the appli- 
cation of an interested party whether a question arising out of a 
decision of the Board is one of law and whether leave should be 
granted. It is therefore submitted that your Commission should 
recommend that Subsection 2 of Section 52 should be amended by 
inserting after the words "question of jurisdiction" in line 2 


bhereof the words “or upon a question of law", 


Crow's Nest Pass Rates on Grain and Grain Products, 


OUTLINE SUBMISSION 

"80, Canadian Pacific submits that it is desirable that 
freight rates in Canada without exception should in all rese= 
mpects be subject to the jurisdiction of the Board of Transport 
Commissioners. 

81. It is recognized that the national policy may re- 


Mire special assistance to the producers of grain in Western 
@anada, but Canadian Pacific submits that any relief given in 


FURTHER SUBMISSIONS 
The Railway Act requires that freight rates be just and 


Sonable and this means not only that they be just and reasonable 


2. . 
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sh: 

ote ippers as a whole, but also to all groups of shippers as well 
S to the r 

4 ailways, The vesting of jurisdiction in the Board in 
onnection with grain and flour is necessary in order that rates 


Ly be just and reasonable rates for other kinds of traffic. This 


ie 
2° because if the grain rates are deficient the rates on the 


er traffic must be forced to a higher level than otherwise 
ould be justified, 


To remove from the jurisdiction of the Board a large 


egment of a rate 3 
: | € structure which the Board is charged with cone 
ling is clearly wrong in principle and detrimental to sound 


i making and to the efficient Operation of a railway under-= 


fing. This has been recognized in the United States where a 


tatutory reduction in the general level of rates for moving 


overnment traffic was repealed in 1945. The so-called "Land 


mant Rates" were deleted from the United States Transportation 
g 
et by Public Law 256 =~ 79th Congress - Chapter 573 = lst 


€ ssion <a is ce 694, 


’ 
* 


Canadian Pacific submits that a recommendation should 


ye 


é made that Section 325(5) of the Railway Act be amended by 


triking out the following proviso: . 
(a _ 
Sas » Provided that, notwithstanding anything in 
_ this subsection contained, rates on grain and flour _ 
Shall, on and from the twenty-seventh day of June, 
one thousand nine hundred and twenty-five, be 
governed by the provisions of the agreement made 
_ pursuant to chapter five of the Statutes of Canada 

' 1897, but such rates shall apply to all such traffic 
moving from all points on all lines of railway west 
of Fort William to Fort William or Port Arthur over 
all lines now or hereafter constructed by any come 
pany subject to the jurisdiction of Parliament." 


d that Section 325(6) of the Railway Act should be repealed. 


Section 325(6) of the Railway Act is? 
"6, The Board shall not excuse any charge of unjust 
discrimination, whether practised against shippers , 
consignees, or localities or of undue or unreasonable 
preference, respecting rates on grain and flour, 
governed by the provisions of chapter five of the 

Statutes of Canada 1897, and by the agreement made 
_or entered into pursuant thereto within the territory 
in the immediately preceding subsection referred to, 
on the ground that such discrimination or ahi new 
is justified or required by the said Act or by the: 
agreement made or entered into pursuant thereto, 
2919, Co 68, So $25, C. 52,5 S8o 2 and 5. 
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The effect of such amendments would be to place the 


“4 
mee for the movement of grain and grain products wholly within 
jurisdiction of the Boara of Transport Commissioners. 


In support of this Submission, Canadian Pacific 
resents the following: 


Historical Outline of the Crow's Nest Pass Rates 


As a result of an agreement between the Canadian 


Bei ric and the Dominion of Canada made in 1897, there was intro- 
duced into certain rail movement of grain and grain products a 

fis ed level of rates on these commodities, 

e: In 1897 Parliament passed "An Act to authorize a 
subsidy for a railway through the Crow's Nest Pass" (Statutes 

of Canada 60-61 Vic., Chap 5). Under the Act the Governor= 
in-Council was authorized to grant to the Canadian Pacific a 
subsidy of $11,000 per mile but not exceeding $3,630,000 towards 
Ene construction of a line of railway from Lethbridge, Alta., 

a ough the Crow's Nest Pass, to Nelson, B.C. The grant was 
subject to the Company entering into an agreement incorporating 
she conditions outlined in the Act. 

Under the agreement of 1897, to earn the grant pro- r 
rided by the statute, Canadian Pacific entered into an agreement 


mmder which it assumed certain obligations. These obligations 


ere of two types:= 


(1) as to the line of railway, its construction 
and operation; 


(2) as to rates. 


As to the line of railway, the Company agreed to build 
t following a certain course and to certain specifications, to 
Eiplete it within a specified time and, thereafter, to operate 


; forever properly maintained and with adequate rolling stock. 


Under arrangements with the Province of British Columbia, 


Ratan Pacific by building the line of railway earned the right 


ertain lands. The agreement provided that these lands were to 


sold to the public at prices approved by the Governor-in-Couneil 


® 


7 ' ao pay) ae 


| wot ne q aya igh a 


7 

? 

¢ 7 

ae vl ae ey | ae voy me) < 
ra analy 9) 


© yy 


aot 
oF 


-154- ' 


and that the Company would convey to Canada fifty thousand acres of 
coal-bearing lands, 


The line of railway was built and the Company received 


» 
from the Dominion $3,404,720, 


‘ 
As to rates, the Company agreed that localrates on the 


line of railway and certain other Canadian Pacific lines in 

British Columbia, and rates to ae from such lines of railway 

"shall be first approved by the Governor=-in=Council or by a 

petivey Commission" when established, and thereafter be subject to 
feavision and control by such bodies, This covenant on the part of 
Canadian Pacific was necessary to give the Governor=in-Council or 

to the Board, when established, jurisdiction over Canadian Pacific 
freight rate levels, 

In 1897 Canadian Pacific, in regard to freight rates, was 


in a different position from other railway companies. Other railway 


companies had their freight rates subject to approval by the Governore 


in-Councils on the other hand, rates on the Canadian Pacific were 
not subject to reduction by the Governor-in-Council ‘until the earn= 
ings of the Company exceeded ten percent on the capital investment. 
¥ 


This was the result of a special provision in the Canadian Pacific 
n 
Charter and subsequent amendments to the Railway Act. This relative 


freedom of rate making on lines of the Canadian Pacific must, it is 
submitted, be kept in mind when looking at the other covenants as 


to rates set forth in the 1897 agreement. 


The other covenants as to rates in the 1897 agreement 


to grant in perpetuity varying percentage reductions 
on certain commodities from points on Canadian Paci= 
fie lines then in existence in Eastern Canada to 
points on Canadian Pacific lines then built in the 


West3 

to grant in perpetuity a reduction of three cents 
per hundred pounds on grain and flour from points 
on Canadian Pacific lines then existing in the West 
to Fort William and points east thereof. 


The rate reductions provided by the 1897 agreement or 


rates were in effect until 1918. In that year the railways’ 


| — 


- 155- 
erative need for additional revenue on account of increased 
osts of labour and materials was recognized by the Dominion 
overnment which, by order under the War Measures Act, suspended 


the sffect of the Crow's Nest Pass agreement and permitted the 


rates subject to the agreement to be increased. This order was 
applicable until 1919, when its effect was continued by an amend= 


ment to Section 3525 of the Railway Act, incorporated in the con- 


solidation of 1919. The suspension of the Crow's Nest Pass rates 
on grain eastbound and the reductions on the specified commodities 
westbound was to be effective for a period of three years only. 
In 1922, pursuant to a statute the Governor-in-Council extended 
the suspension of the westbound rates under the Crow!s Nest Pass 
agreement but reinstated the Crow's Nest Pass rates on grain. 

‘by further orders in 1923 and 1924 the Governor=in-Council again 
ee the suspension of the westbound rates. 

Throughout, the Canadian Pacific had taken the position 
that the reduced rates provided by the Crow's Nest Pass agreement 
were not applicable to shipping points which were located on 
Canadian Pacific lines constructed after the date of the Crow's 
Nest Pass agreement. The result of this was that there was dis-= 
crimination between various shipping points and various areas of 
Canada. This discrimination would have been unjust under the 
discrimination section of the Railway Act but Canadian Pacific 
contended that the discrimination was forced upon it by statute 
and the Crow's Nest Pass Level of rates could not be taken as a 
basis for determining whether this constituted unjust discrimina- 
tion prohibited by the Railway Act. 


These contentions of Canadian Pacific were upheld by 


the Supreme Court of Canada in Governments of Alberta, Saskat- 
, 1925, 


chewan and Manitoba v. Canadian Pacific Railwa Company 


3.C.R. 155. 
The rate reductions provided by the 1897 agreement were 


Inworkable without adversely affecting the Canadian economy and 


Ss was recognized by the Board of Railway Commissioners and by 


“ Sabet sath Linsey 
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Supreme Court. Mr. Justice Anglin's remarks, found at 


, 174 of the above judgment are apposites= 


"If, under the existing law, unreasonable rates must 
be imposed or unfair discrimination Sanctioned, with 
the resulting chaos and other ill effects so graphi- 
cally portrayed in the opinion of Mr, Commissioner 
Boyce, the remedy lies with the High Court of Parlia- 
ment. By amending the existing law it may either 
itself do, or may empower and require its delegate, 
the Board, to do as full and complete justice as 
circumstances admit, Fortunately Parliament is pree 
sently in session. Whatever remedy, if any, it may 

in it discretion consider necessary or desirable can — 
be speedily afforded," 


= In 1925, after the decision of the Supreme Court, 
Parliament did take action. Section 325(5) of the Railway Act 

1919 was repealed and the present Sections 325(5) and (6) of the 
Railway Act 1927 were enacted - (S.C. 1925, 15-16 Geo.V., Chap.52). 
; Under the amendments made in 1925, special acts or 
agreement were not in any way to affect the power of the Board 
to fix just and reasonable rates and to change and alter rates : 
as changing conditions or cost of transportation requireds3 except 
that grain and flour from all points on all lines of railway west : 
of Port William tc Fort William or Port Arthur were to be at the 

level fixed under the agreement of 1897. Moreover, the agreement 


1897 fixing rates on grain and flour could not be used to 


justify unjust discrimination or undue or unreasonable preference 


respecting grain movements. 


As a result of the statute of 1925, railways other 


than Canadian Pacific which had found it necessary in many cases 
as competitive reasons to apply the Crow's Nest rates, became 
yound to apply them not only from competitive points but from all 
o©ints. It followed also that Canadian Pacific, which had been 
ompelled to apply such rates only from shipping points existing 


t the date of the 1897 agreement, had to apply such rates from all 


“ 


xints. Moreover, at the time the agreement was executed, rates from 


nipping points on branch lines were often at a higher level than 


om points of an equal distance but located on the main line. 
om 


os branch line points complained that their rates under this 
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System were unreasonable and unjust and that their rates for 


the movement of grain and flour should be on the same basis, 


mile for mile, as main line rates, 

The matter was considered by the Board in the General 
eight Rates Investigation of 1927 and by its General Order No. 
448, among other things, it ordered; 


iy That the rates on grain and flour from all 

points on Canadian Pacific branch lines west of 

Fort William to Fort William, Port Arthur and Westfort 
be equalized to the present Canadian Pacific main line 
basis of rates of equivalent mileage groupings (the 

rates governed by the Crow's Nest Pass agreement not 

to be exceeded): that the Canadian Pacific Railway Company 
publish rates in accordance with the above direction, 

and that all other railway companies adjust their rates 
on grain and flour to Fort William, Port Arthur, Westfort 
and Armstrong to the rates so put into effect by the 
Canadian Pacific Railway Company, such changes to become 
effective on the twelfth day of September, 1927." 

The effect of this Order, which was applicable to all 
“railways, was to reduce rates on grain and flour from certain 
points below the level existing under the Crow's Nest Pass 
agreement. 

The final result is that the Eastbound rates on grain 
and flour are still 3¢ below the level established in 1897 

with certain exceptions where the rates are more than 3¢ below 
hat level because of the operation of the order of the Board 
Babove referred to, These rates now are applicable on grain 

nd flour on the same basis, mile for mile, on main lines or 
branch lines from all pointson all lines of railway west of 


Fort William to Fort William and Port Arthur. 


Board ordered areduction on grain and flour moving through 

Pacific Coast ports for export to the Crow's Nest Pass level. 

This arose from the fact that prior to 1927 many 
romplaints were made by British Columbia intereststhat the 
festbound rates on grain and grain products were unfair to British 
Sitimb ia. They proposed that the Crow’s Nest rates be established 
Sox Prairie points westbound to Pacific Coast ports. The Board , 


‘ter a hearing, ordered that the Crow's Nest rates be applied 


A further effect of the 1925 statute was that in 1927 the 
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on grain and flour to British Columbia Coast ports for export. 


This order was reviewed by the Board in the General Freight 


Rates Investigation and by Order No. 448 of 26th August, 1927, 


among other things, it was ordered: 


ce. That the rates on grain and flour from 
Prairie points to Vancouver and Prince Rupert 
for export shall be on the Same basis as the 
rates to Fort William, but in computing such 
rates, the distance from Calgary to Vancouver 
via the Canadian Pacific Railway shall be 
assumed to be the same as from Edmonton to 
Vancouver via the Canadian National Railways, 
namely, 766 miles," 


It should be noted that while the Crow's Nest Pass 
agreement and the statute of 1925 dealt with grainand flour, 
the Crow's Nest Pass rates.extend to conmodities other than 
grain and flour. The commodities covered or affected by 

Crow's Nest Pass rates are generally described as grain and 
grain products and will be found in denadaee Pacific Tariff 

W 819, C.T.C. No. W 3810. For example, bran and middlings 

are not grain and may not be flour but they receive the benefit 
of the Crow's Nest Pass rates. The residuum of grain in 
brewing and distilling known as brewers! and distillers!’ dried 
grain also receives the benefit of the Crow's Nest Pass rates. 
the last mentioned commodities are really a dry mash. 

It is thus apparent that the railway, whether technically 
edquired to do so or not, have in the past felt that it would be 
difficult to justify charging a higher rate on a by-product of 
the milling process of grain than on its most valuable product, 
flour. This was also true of the by-products of the brewing and 
istilling industry used for livestock feed in competition with 
bran and middlings which are by-products of the milling of flour. 
or similar reasons, as new feed products have been developed, 
uch products as beet pulp residue used for live stock feeding 
ve also secured the benefit of the Crow's Nest Pass level of 
ates, 

In 1948 the Board refused to apply the 21% increase 


domestic grain rates within Western Canada because in the 
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Board's view this would have made too great a spread between 
domestic rates and Crow's Nest Pass rates, 

It is thus apparent that the effect of statutory rates 
Such as those on grain and flour is to extend the benefit of them beyond 
the intention of the statute. This is not the least of the 
matters which, in the submission of the Canadian Pacific, justifies 
the restoration of these rates to the jurisdiction of the Board 

and a careful consideration by that Board as to the problems to 
which such rates give rise, 

We thus find that an agreement to apply the Crow's 

Nest rates had effects far beyond the contemplation of the parties 
at the time the agreement was made, in the following respectss= 

(a) It was found impracticable to limit the application 

of these rates to the points covered by the agreement; 

‘(b) It was found impossible to limit their application 

to the Canadian Pacific and, in consequence, railways not 

parties to the agreement were forced to apply these rates; 

(c) The Board, on a complaint from British Columbia, 

found the difference between eastbound grain rates and the 

rates on grain through British Columbia ports for export unjustified. 
Accordingly the level of rates fixed by the agreement was extended 
in a way which the parties to the agreement never contemplated; 

(d) The railways found that although the agreement covered 
only grain and flour, it was not practicable to deny the 

extension of these rates to by-products of the milling of grain 
and of other competing products; 

(e) ‘the effect of the statutory fixing of rates on grain 

d flour has been reflected by order of the Board in the domestic 
grain rates in Western Canada. 

| It is abundantly clear that the Agreement, in so far 

as it related to freight rates, proved to be wholly unworkable. 


the view of the Supreme Court of Canada it produced “chaos 


and other ill effects" that could only be remedied by Parliament. 
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It is perfectly clear that the Crow's Nest Agreement, as 
interpreted by the Supreme Court of Canada, affords no justifi- 
cation for the rates that were imposed by the 1925 amendment 7 


and the other rates that have of necessity been brought into 


line with the Crow's Nest Pass rates, 
* Canadian Pacific wishes to emphasize that in 

_ advocating the repeal of the provisions of The Railway Act 
"relating to the rates on grain and flour, it cannot be accused — 
of seeking merely to avoid a contractual obligation. Rather 7 


_ the question is whether the burden of the original obligation 


having been transferred te others, not parties to the Agreement, 


those others are to be required to continue te carry that burden. 
Canadian Pacific also points out that it received . 
less than three and one-half million dollars under the terms of 
_ the Crow's Nest Pass Agreement. The reduction in grain rates 
between 1897 and 1903, when the Canadian Pacific became 
subject te regulation of its rates by the Board, was borne 
wholly by the Canadian Pacific and was not in any sense borne 

by other shippers. This was because until 1903 the Company 
_ was permitted by statute to have net earnings up to ten per 
cent of its capital investment without interference by the 
Governor=in-Council with the level of its rates and also because 
' in that period it never at any time reached that level of earning 
power’. . 
Between 1903 and at least 1917, when the first general 
increase in rates in Canada was effective, the reduction brought 
about by the Crow's Nest Pass Agreement was probably in a large 
part borne by the Canadian Pacific because it did net during those 
eons receive net earnings which in any way could be considered 


aica x4 frum level of earning power, nor did it obtain any general 


increase in its rates. 
hs During the war years the railways were permitted to 
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After 1922, however, when the Crow's Nest Pass rates were restored, 


the probability is that the ereater burden imposed by the low 


level of these rates has fallen upon shippers and consignees 
of other traffic. 


. That the burden of the low level of grain rates at 


present rests mainly upon the shippers and consignees of other 
than grain traffic can be demonstrated by reference to the Board's 
Judgment in the 21% Case. At page 66 of the Judgment (XXXVIII 
J.0.R.& R.) the Board found the deficiency in revenue of the 
Canadian Pacific at something more than thirty million dollars. 
This additional revenue had to be derived by an increase in rates 
on traffic having a revenue value to the Ganadian Pacific of 
slightly more than $137,000,000 and the resulting increase was 
therefore 21%. If it had been applied also to grain traffic 
"the increase would have been applied to a total of approximately 
| $170,000,000 of traffic and the resulting increase would have 
‘been only about 18% instead of the 21% allowed by the Board on 
the formula it adopted. 

Economic Aspects of Grain Rates 
There can be no doubt that in’ the interest of both 
the railways and the shippers rates on grain and grain products 
should be at a level which will permit the maximum economic 
production and movement of these commodities. Such rates should 
be as low as possible, subject to the principle that they should 


ye reasonably compensatory. If the rates are not reasonably 


ompensatory, it follows that other shippers or the railways 

r both are subsidizing the producers and consumers of grain 
ind grain pheanees. It is the view of Canadian Pacific that 

she shippers and receivers of commodities other than grain 

nd grain products in Western Canada, and the shippers and 
RoGivers of all commodities including grain and grain products 


nm Eastern Canada, should not be expected to pay freight rates 


a substantially higher level than otherwise would be the 


ase in order that shippers of grain and grain products 
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in Western Canada enjoy rates on a lower level than they should 
be. It seems obvious that if the rates on grain and grain 


products obtaining in 1899 and subsequently were just and 


reasonable, they must now be unreasonably low having regard 


to the increased cost of railway operation and the increase in 


prices of grain since that time. 
F If national policy requires, under certain circumstances 
at certain times, special assistance to the producers of grain 
in Western Canada, Canadian Pacific submits that any relief 
@iven in this respect should be at the cost of the nation as 
a whole, and not at the cost of other users of railway services, 
or of the railway companies. 

However, it is submitted that such assistance should 
only be extended to the producers of grain in Western Canada 
if need for such assistance is proven. Obviously need for 
assistance will vary depending not only on production per 
acre, but on price. This principle is recognized by existing 
Dominion legislation such as The Prairie Farm Assistance Act. 

@€ present subsidy to Western wheat producers through non-= 
compensatory grain rates is applied universally without any 
recognition of need or without variation between areas of 
the West. 

In approaching this problem,Canadian Pacific has 


given careful consideration to the statement frequently made 


that any increase in the rates charged for the movement of 
srain from Western Canada to water would inevitably reduce the 
prices received by the farmer for his grain, and respectfully 
submits that this statement cannot be accepted as proved. 
Transportation is, of course, one of the costs of 
roducing grain, just as are the costs incurred on the farm. 
Canadian grain is necessary to meet total world demand, then 


onsumers should pay the full cost of its transportation. 


aw 


When the market is one which gives a marked advantage 


y the buyer, the seller may find the price which he obtains 
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educed by some or all of the costs of getting the product ota: 


arket. When, as at present, the price of grain is not establishec 


an Open market, but by bargaining between Governments, then i 
: sre 


is no more reason for the Government of Canada not protecting» 


he interests of Canadian transportation organizations, in setting 
, . 


he price, than there would be for not protecting the interests 


> the farmer. 


= When the market for grain is favourable to the producer 
oc of keeping grain rates below a compensatory level 
to @ive consumers in this and other countries a subsidy or 
S at the expense either of the other users of transportation 
£ the railways. If other rates are maintained at a given 
vel to enable the railways to earn adequate net revenue, the 
icy is provided by other users of transportation. If as is 
1 1e case today or in a period of depression, rates are not 
laintained at such a level as to provide adequate net revenue, 
he subsidy is provided by the railways and their shareholders. 
To sum up, Canadian Pacific reminds your Commission 


hat the net return to farmers in Western Canada from the sale 


f their grain outside that area is the result of a complex of 
larket forces, and that it is impossible to extract from this 7 
somplex one single factor, such as the cost of transportation 
farm to water, and to regard that as being a suitable 

int to which to direct assistance to the farmers. The 

Verage cost of moving wheat for export, for example, from 
estern Canadian farms to water, is 12 cents per bushel, for 

) average haul of approximately 770 miles. This is the lowest 
ite at which such a movement takes place anywhere in the 

rid. It is far below the rate in the United States, which 

; indeed, more than twice as high. It should be compared 

Bia typical rate of 19.3 cents per bushel, for moving export 
at a distance by rail of 186 miles in the Argentine Republic, 


“an “average rate of 6.67 cents per bushel for moving export 
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t an average distance of 180 miles in the State of Victoria, 
\ istralia. 


2, When it is remembered that the price of Canadian wheat 


lelivered at water, may, for other reasons, in any season fluctuate 


yy fifty cents or more per bushel, and when it is realized that 
recently concluded International Wheat Agreement provides 


Or a range of prices of as much as Sixty cents per bushel between 


she guaranteed maximum and the guaranteed minimum, it must be 
juite evident that the keeping of rail freight rates on export 

r nat a level quite out of relation to other transportation 
charges in the country is a clumsy, costly and ineffective method 
9f subsidizing the production of grain in Western Canada. 

4% It has to be kept in mind that rail transportation is 
but a part of the total transportation cost of grain. It is 
quite possible that uneconomically low rail transportation 
costs of grain in Canada may only produce a benefit to ship 
owners, or to traders in grain at the expense of Canadian 
railways or of the users of their services. 

It should be remembered that existing freight rates 
. export wheat were established at a time when they were con- 
sidered to be appropriate in relation to a price of wheat of 
approximately 70 cents per bushel. In the 50 years that have 
lapsed since the present grain rates were put into effect, 
here have been only four years in which the average price 
es fallen below the 1899 level. Throughout most of the 
yeriod the price has been very substantially above 1899 and is 
ow 150% above that years | 
, Canadian Pacific submits that the so-called Crow's 
st rates on grain moved from Western farms to water are not 
Mensticelly ae advantage to Canadian farmers in all circum- 
Be. They have to be regarded as only one item in the cost 
“producing grain, and therefore they could reasonably be 


ected to undergo long-term variations comparable with 
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those which have occurred in connection with other items in the 


cost of production. For example, ocean rates are allowed to 


shift freely and there is no more reason why the railways should 
have their factor in the cost of producing grain maintained at 
the levels of half a century ago than there would be for expecting 
adian grain growers to maintain the standard of living which 
- 


prevailed at that time. Canadian Pacific therefore submits 


that the freight rates for the movement of grain from Western 

farms to water should be established as other freight rates 

are. If a national subsidy to the production of grain in Western 

Canada is justified, it should be paid by the nation, and preferably 


as a contribution to the major items of cost of growing grain, 


rather than to the one factor in the cost of production which 


is represented by rail transportation. 


Comparison 


of Rates on Grain in Canada and the United States 


In view of the similarity in circumstances surrounding 
the production of grain in Western Canada as compared with . 
contiguous areas of the United States it is pertinent to examine 
past and present grain rates in that country, which are not 


subject to statutory limitations, but are under the same control 


by the Interstate Commerce Commission as are other rates. 

As previously stated, the average length of haul in 
Nestern Canada is approximately 770 miles. Regina, which is 
776 miles from Fort William, may be taken as a representative 
rrain shipping point in Western Canada. In the United States, 
fhately, Montana, is 772 miles from Duluth and is therefore 
aken for comparative purposes. 
| The Appendix at.p. 89 shows the rates on grain 
Bipped from these two points in 1898 and the changes therein 
2 to September 1949. The Chart at po 90 of the Appendix 
.0 s these rates graphically. From an examination of this : 


x it is apparent that throughout the whole period Regina 
4 I 


S enjoyed lower grain rates than Whately, and furthermore 
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that the disparity has widened in recent years. 


What is true of these two points also applies to other 
points in Western Canada as compared with similar points in the 


United States. The Appendix at pp. 91-92 shows rates on grain 


shipped from eight representative points in Western Canada 

so Fort William, from 1920 to September 1949, contrasted with 
rates from a like number of points in the United States situated 
sin lar distances from Duluth. On the map at p. 93 of the 
Appendix, the rates in effect in September 1949 from these 

ight and two additional points on either side of the border 

are shown. 

* The table on this map shows the U.S. and Canadian 

rates and gives the percentage differences between them. The | 
differences are indeed striking. : 


= : 


hy The fact that Duluth, located at the tip of Lake . 


Superior, is west of Fort William should tend to give the 7 
American farmer some advantage over his Canadian neighbour 

in shipping his grain to the Great Lakes, on account of the 
shorter rail haul. This factor is taken into account re the 
Map at p. 94 of the Appendix which shows the rates from 
representative points of comparable longitude. The table 

on the face of this map shows the amount by which the Canadian 
ates to Fort William are lower than the rates to Duluth from 
comparable points in the United States. It also shows the 
extent to which the distances to Fort William exceed the 
listances from comparable American points to Duluth. The 
orien: shown in this Table are striking in that notwithe- 
tanding the much shorter distances to Duluth, the rates from 
he comparable United States points are very much higher. 


- a p 


7 
Nor is the validity of the foregoing comparisons limited : 
) grain shipped via the Great Lakes. A similar situation exists 


th respect to crain shipped west to the Pacific Coast ports 
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-—* The Table at pp» 


95-96 of the Appendix shows rates 
1 grain from six representative Western Canadian points to 


~ abalaal from 1920 to September 1949, contrasted with 
ate es from five points in the United States situated similar 


princes from Seattle. Throughout the whole period Canadian 


ates have been substantially lower than rates for comparable 


ovenents in the United States. On the map at pe 97 of the 


ppe ndix, the rates in effect in September 1949 from eight 
ts on either side of the border are shown. The table on 


he face of this map lists the U.S. and Canadian rates and 
ives the percentage differences between them, 


The Map at p. 98 of the Appendix shows the rates 


from representative points of comparable longitude for export 


ovement s via Pacific Coast points. The table on the face of 
this map states the percentage differentials between U.S. and 
=) 


Janadian rates. 


| From the foregoing it is apparent that whereas in 
estern Canada rates on grain and prain products have been held 
stationary since 1922, those in the United States have been 
Hiowed to find their proper economic level with the result that 
7or comparable distances U.S. rates are now almost three times 

he Canadian rates. ‘ 
In view of the marked contrast in rates on grain in 


anada as-compared with those in the United States, it is of : 


mterest to compare market prices for grain in the two countries. 
bY Taking wheat, which comprises the largest grain crop 

in Western Canada, as an example, the prices in cents per bushel 

, Fort William and Minneapolis from 1897 to 1948 are shown on the 
ee at pp. 99-100 of the Appendix. It 1s readily apparent that 

> prices are fairly comparable throughout the period, in spite 
ether dices in certain years. The fluctuations in price from 

r to year are illustrated by the charts to be found at 

* 101 to 102 of the Appendix, from which it may be 

7 


eeiiat the pattern of variation is similar on both sides of 
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In view of the Similarity in the price structure 


; 1e border. 


md the disparity in rates it is difficult to credit allegations 


higher grain rates would be ruinous to the Canadian farmer. 


Certainly nothing like this has resulted in the United States, 


where, in recent years, 
1 


del and harvested notwithstanding the increases in freight 


the largest crops in history have been 


Pa’ tes which have taken place concurrently. 


Canadian Pacific does not Suggest that freight rates 
should follow ordinary fluctuations in commodity prices. It 

‘, 
does, however, suggest that changes in prices of commodities 


are evidence of value in determining the ability or otherwise 


fa commodity to bear a rate increase. However, in the case 
of long term, or major changes in commodity prices, they are 
usually accompanied by similar changes in the general price 
level, and these are reflected in railway operating costs. 

In such circumstances it is imperative that relief be afforded 
y railways. The present rates on grain were established in 
1899 when the price of wheat was 70 cents per bushel. In 1948 
the Canadian Wheat Board payment to the farmer as announced - 
up to February 24th, 1949 was $1.75 per bushel, an increase 

: 150% above the 1899 price, yet the freight rates remain 

the 1899 level. 

By contrast, it is found that in the United States 

luring the same period the price of wheat in Minneapolis has 

er scced from 69 cents to $2.37 per bushel, or by 234%, 

nd taking Whately, Montana, as representative point, freight 

ites have risen by 372%. 

In retrospect it is possible to examine what would have 
ven the effect on grain rates had they been under the jurisdiction 
beth Board following the suspension of the Crows's Nest Pass 

tes in 1918 and had they been subject to the general reductions 


ae in freight rates since that time. Again using 


sina as a representative point, and comparing it with Whately, 


ana, the chart at p. 104 of the Appendix illustrates 
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in lines 1 and 3 the existing Canadian and American rates 
respectively. Line 2 of this Chart shows what the level of 

the Regina rate would have been since 1922 had the Crow's West 
rates not been restored in July of that year, and had the 

“Fates on grain been subject to the same percentage increases 

and decreases as were ordered by the Board of Transport 
Commissioners on other commodities since that time. The Chart 
Makes clear that even if such increases had been made, the 
Canadian rates on grain would still be very much below U.S. rates. 
From the foregoing there is every reason to conclude that under 
the jurisdiction of the Board, grain rates would still be held 

to a very reasonable level. 


Comparison of Revenue from Grain and Other Traffic in 
_Western Canada_in Relation to Service Performed. _ 


The fixing of grain rates by statute while rates on 
other traffic are under the control of the Board of Transport 
Commissioners has resulted in grain and grain products 
making a much smaller contribution to railway revenues in 
proportion to the service performed than is obtained from 
other traffic. This is illustrated by the following table:- 


CANADIAN PACIFIC FREIGHT TRAFFIC IN WESTERN CANADA 


Percentage of Total 


Revenue 
Ton=miles Revenues per ton- 
Year and 000 000 $ Ton= miles, 
Commodity omitted O00 omitted miles Revenues cents 
and grain products 5481 255549 6002 4363 0.47 
her traffic 3617 323500 39.8 56.7 0.93 
al 9098 59,049 100.0 100.0 0.65 
and grain products 3368 28,086 53.09 gone pe 
er traffic 2876 4k, 240 Ri. 1 4 05k 
al 6244 72300 100.0 100.0 1.16 
d grain products 5296 29,129 oT) sar ae 
er traffic 8847 115,686 62. 4 ° 
14,143 145,015 100.0 100.0 1.03 
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‘ : 


Ope These years were selected for the following reasonss= 


#1 Year 1916 is the earliest year figures are 
available, It represents a complete year 
a after the decision of the Board in the 


Western Rates Case and prior to the 1918- 
1920 increases, 


#2 Year 1921 is a representative year in that 
it is later than the 1918-1920 increases 
and prior to the 1922 reductions. The higher 
yield from grain traffic in this year is 
due to the fact that the grain rates which 
had been increased during the war years had 
not yet been restored to the Crow's Nest 
Pass basis, 


#3 Year 1948 is the latest year for which figures 
are available, ay 


Bee, Tt is to be noted that the table shows that in the year 
16 grain and grain products in Western Canada required 60.2% 
the total service given in Western Canada measured in ton miles. X 
Ee deemie from this traffic on the other hand constituted only 

3% of the total revenue in Western Canada. In 1921 grain and 

ain products required 53.9% of the service measured in ton miles 

ad yielded only 38.8% of the revenue. In 1948 grain and grain 

Danis required 37.4% of the service and yielded only 20.1% 

revenue. The better showing in 1921 is due to the fact, 
indicated by the footnote, that in that year the rates 

flected increases authorized under the War Measures Act and 

: the 1919 amendment to The Railway Act, which were later : 


1c plied. 


Costs of Handling Grain and Grain 


Products in Western Canada _in the year 1948. 
GENERAL STATEMENT 


: There are limitations in railway cost finding which 
e always presented difficulties in attempting to determine 
cost to the railway of any particular service or movement 

A ffic. The nature of railway operations is such that 

Pic not lend themselves readily to cost accounting. 


statistics and expenses are classified and recorded 
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sent: y for management control and are not maintained to 
ow @ breakdown of costs for each type of commodity. Owing © 
o the great variety of goods handled and services performed, 


t is impossible to state costs for individual services on an 


act accounting basis, no matter how detailed the accounts 
ig) it be. 
eter: Notwithstanding these limitations, there are means 


y which costs may be approximated, particularly when considering 


- 


. 
~~ Le 


which in 1948 accounted for 37.4 percent of the revenue ton 


¥, 


niles om the Canadian Pacific in that territory. 

Rio ." White it has always been an accepted principle that 
ny: individual freight rate should be directly or indirectly 
yombensatory toe the railway, there are at present two factors 

in the transportation situation which make adherence to this 
rinciple vitally important. The first is the narrowing margin 
between overall revenues and expenses. The second is that 
ncreasing competition from highway transportation: has reduced 
he possibilities of recovering losses on low rated commodities 
y imposing high rates on other commodities. . 

ee ,3¢ Fer these reasons a study has been undertaken 
nvelving (a) a detailed field analysis of costs which could © 
Pethedated to the grain movement on a local basis (ice. by . 
91434 ons and, by yards), and (b) an appertionment of other 
erating costs on reasonable and equitable bases. The study : 


quired the application ef more than 10,000 man-hours {4 maneyears) , 


; oC 
d cevered an elapsed time of about six months. 


Method of Handling the Grain Crop 


The grain handled in largest quantity is wheat, of 
—Yy ac 


ch 363,000,000 bushels were grown in the Prairie Provinces 
- ath! 


¢ 


ing 1948, Barley, oats, rye and corn constitute most of 
"be Rien of grein handled. 404,850,000 bushels of these 


7 
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grains were grown in the Prairies during the same period, 

A large portion of the crop is delivered to Fort 
William and to Vancouver. During 1948, 83,818 cars of grain 

were delivered by Canadian Pacific to the lakehead, and 15,758 
cars te Vancouver (See p. 105 of the Appendix). In addition to 
these, many cars of grain are moved to mills for processing into 
fleur and other mill products (See p. 106 ef the Appendix) . 

During 1948, 29,371 cars of grain were delivered te mills in the 
‘Prairie Provinces. All but a relatively small fraction of the last 
mentioned traffic is for milling in transit and moves at the Crow's 
Nest rates, plus a small transit charge. 

During the spring and summer months a weekly crop 
report is compiled from information submitted by the Company's 
agents in Western Canada. The purpose of this report is to 
anticipate the supply of empty cars required in the various areas 
te handle the crop expeditiously. 

The supply of empty box cars comes generally from 
Eastern Canada. The movement amounts to many thousands of cars, as 
may be noted from the Table at p. 107 of the Appendix. During 1948, 
52,160 empty box cars moved westward through Fort William. Some 
ef the cars, of course, are used to lead other commedities, but a 
large pertion is used to handle the grain traffic. By the middle of 
August a supply ef empty box cars is in sterage on sidings in those 
areas where it is expected the first movement of the crop will 
take place. 

Concurrently, a large stock of grain doors, which 

are owned by the railway, is built up at each country elevator. 
Some of the grain doors are shipped new from the manufacturing 
plants and others from ene er other of the reclaiming points. 

e Table at p. 108 of the Appendix shows that the number of 

loads of new grain doors transported during 1948 amounted to 


> While 1,041 carloads were shipped from reclaiming centres. 


‘ain doors are requisitioned in mich the same manner as cars, 


are meved te stations in wayfreignt er mixed service trains. 
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When the grain starts to flow and orders are placed for 
pars by the country elevators, cars are spotted in position by 
gad locomotives, Grain cars are loaded generally to their 


apacity. During 1948, the average load per car of grain and 


grain products in Western Canada amounted to 48.7 tons, : 
as compared with all other freight traffic in Western Canada é 
in which the average load per car amounted to 28.5 tons. 7 
my Generally speaking, the crop is moved first from : 


va?) 


am, 


Manitoba, then from more westerly points as it matures. In 


the Fall, grain cars are used as much as possible in ashuttle 


vement from the elevator to the lakehead and return. ; 


| it is sometimes alleged that grain is a particularly 
“economical commodity to handle because it is handled intact in 
Phainiond lots from shipping points to the lakehead. This idea 
is erroneous and should be dispelled. In the first place a 
Siathlead over the various subdivisions varies from one hundred 
@ars to less than half that number according to the capacity of 
the lecomotive used and the adverse grades encountered. Secondly, 
@ large number of cars of grain are routed to the flour milis 

in the prairies and these cars must be switched out of trains 

at yards enroute. Then too, cars containing the mill output 

are switched into trains for furtherance to ultimate destination. 
In the third place many cars of grain are not consigned to any 
Specific destination until after Government inspection, following 
which they may be ordered to flour mills. Lastly, grain coming 
off branch lines is frequently handled by wayfreight and mixed 
rains along with other local traffic offering. For all these 


e@asons cars of grain are handled in the same manner 4S cars 


tontaining other commodities. 


Procedure followed in the development of the 
eosts of handling the grain traffic. 


The procedures adopted in the cost study were those 


lculated to give the highest possible degree of realism 


> ¢ 
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a the apportionment of costs to the grain traffic. To achieve 
nis objective, it was necessary to examine in detail the 7 
yperations and related costs on each sub-division, as well as 

A each yard. The Department of Research, in conjunction with : 
other departments and with the assistance of experienced operating 
and engineering officers conducted the field study. By this 

means a large proportion of the railway operating costs were 
SSpertioned to individual sub-divisions and yards so that 

they could be allocated to the grain traffic with a greater | i 


measure of accuracy, This field study also made it possible 


a a ~ 9 


te develop from a waybill analysis the volume of grain and grain , 
eeducts moved over each sub-division during the year 1948. 

This procedure was considered more accurate than any statistical 
irs sion of operating costs as a whole for Western Canada in 

that, for example, the grain traffic was not charged with any 
portion of the high costs of operating trains through the southern 
Crow's Nest route in British Columbia. On the other hand, by the 
procedure adopted, grain was charged with a portion of the 
expenses of operating trains over the heavy density line from 
Winnipeg to Fort William with its low cost of operation, where 
grain is handled in large volume. | 

The costs which could not be broken down by sube= 
divisions and yards were apportioned to the total grain traffic 

for Western Canada on various service unit bases. 

It is not proposed to deal with the details of the 
calculations, but only to delineate the methods and results of 


he study. Complete details of the findings are available in 


the files of the Company. 


Volume of Grain Moved During 1948 


For purposes of developing the volume of grain and 


products moved over each sub-division, a waybill analysis 


r of carloads and total tonnage of grain 


8 made of the numbe 


Peteting at every station and in such a way as to show a 


. 
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reakdown by destinations for every station of origin. iil 

oes in Western Canada were interviewed by the field staff 
determine the routing of this traffic, and special attention 

3 given to sections where alternative routings were available. 

4 7 By processing the data in the waybill analysis in con=- 
function with the routing, it was possible to develop the net-ton 

tiles and loaded car-miles of grain moving over each BaD Hae ae 


Ris 2) 
At the same time, a separate record was kept of the number of cars 


ae 


originating at, terminating in, and passing through each yard. 


The results of the study, in terms of net ton=miles, 


h shown on the Table at p. 109 of the Appendix in comparison 
ith the total volume of ail freight traffic. It may be noted 


“a3 = 


that there are many subdivisions in which the proportion of grain 
a 
to total traffic volume was in excess of 50 percent. 


ee 


as! In addition to road movement, a considerable proportion 
of traffic in and through the various yards and terminals is 


comprised of grain. The Table on p. 110 of the Appendix has 


been prepared to show the number of cars attributable to the 


handling of the grain traffic, in these yards. 


In terms of total revenue freight traffic on the 

Prairie and Pacific Regions, grain amounted to 57.4 percent of 

the revenue ton-miles, 30.2 percent of the gross ton-miles 

ir revenue service and 25.5 percent of the revenue loaded car- 

Biles during 1948, This large movement involves the services 

some time of practically all operating personnel in Western 

Busda. 

For the purpose of comparing the volume of the grain Se 


affic with the total traffic for previous years, the Table at 


. 111 of the Appendix has been prepared to show the relationship | 


ith € 


| terms of revenue ton=-miles from 1916 to 1948. 
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Operat ing Costs Allocated to the Western Grain Traffic 


The operating costs which are allocable to the handling 


of grain in Western Canada as developed in the study amounted to 
$32,955,695 or e62¢ per revenue ton mile in 1948, 

The costs so allocated were not merely the out-of- 
pocket costs in the short term sense in which that expression 

is used because an allocation on the basis of out-of-pocket 
costs in the Short term sense is not, in the view of Canadian 

| Pacific, applicable to grain traffic within Western Canada. 

This will be plain as the submission develops. 

The basic concept under which the handling of traffic 
on the basis of out-of-pocket costs, or something more than 
out-of-pocket costs, is valid only on the assumption that there 

is unused capacity in the railway plant and that it is better 

to make use of that unused capacity if something can be contributed 
to the pee Va. costs of railway operation in addition to the 
actual additional costs incurred in the handling of the additional 
traffic. There is, of course, always some unused capacity in 

a railway plant. It would be impossible to assume, in the very 
nature of things, that this would not be so in certain areas 

as a result of seasonal fiuctuations in traffic, an unbalanced 
flow of traffic in one direction or the other or for other 
reasons. Thus it would be possible to apply such a concept 

to movements of relatively small volume. On the other hand, 

it could never be argued or assumed that traffic of such 

volume as the Western grain traffic could be handled without 
provision of facilities designed to handle it. 

The application of out-of-pocket costs must also be 
onsidered in relation to two quite different principles of rate 
cing. These are the "cost of service" principle, by which 

meant the fully distributed all-inclusive cost of providing 
ervice, and the "value of service" principle. 


Under the “cost of service" principle, each class of 
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traffic must bear the total cost of carrying it. Under the 

"value of service" principle, it is recognized that the ability 
of certain traffic to bear its full costs is limited and that 

in some circumstances if the full costs were assessed against it, 
such traffic would not move. This principle, therefore, recognizes 
that the ability of traffic to bear rather more than its Tully 
distributed all-inclusive cost shall be utilized to charge that 
traffic more than the fully distributed inclusive cost attributable 
to that traffic. 

Under the "cost of service" principle in rate making, 
therefore, the carrying of traffic at out-of=pocket cost or 
slightly more than out-of-pocket cost is justified only to the 
extent that increments of traffic can be handled without adding 

to plant capacity. By contrast, the "value of service" principle 
requires that rates based on out-of-pocket costs are justified 
only on the theory that increments of traffic are thereby obtained 
that would not move at rates based on the fully distributed 
railway costs. 

Quite obviously the grain traffic is of such magnitude 
as to require substantial facilities that would not otherwise be 
necessary. It is beyond question that many of the railway 
facilities in Western Canada, and this is particularly true in 

the case of branch lines, were built to develop and serve 
agricultural communities whose economy is based primarily on 

the production and marketing of grain. It follows that the grain 
traffic cannot be regarded as an increment to fill out unused 
railway capacity but rather as the solid core of traffic which 
justified the construction of the railway in the first instance 
and certainly was the principal reason for its branch line 
development and is a major factor to justify its continuance. 
Although grain and grain products now constitute a smaller 
proportion of total traffic than in former years, it is still 


avery important proportion of the total traffic. Ordinary 


A F 1 - 2 + 
business judgment would most cercainly brand as imprudent any 


- 178 « 


suggestion that 37.4 percent of the Company's service in Western 
Canada could be conducted on an out-of-pocket basis, 

The "value of service" principle in its most extreme 
form requires at least some contribution toward general overhead 
in addition to out-of-pocket costs. As shown abave, this is 
enly justified if the traffic is a small proportion of the 

total and uses capacity which would otherwise be left idle. 

The grain traffic cannot be brought under this segment 

of the general theory on the ground that carrier competition 
compels such rates; nor can it be assumed that the traffic 

would dry up if asked to bear a fully remunerative rate. No 
doubt some allowance must be made for differences between the 

two areas, but it is still a fact that spring wheat is produced 
in large volume in the adjacent States of the United States, 

and hauled to market over comparable distances at rates which 
are two and one-half to three times as high as the present Crow's 
Nest Pass grain rates. 

| Attention is drawn to grain prices which, as shown 
elsewhere in this Submission, not only have fluctuated to a 

far greater extent than the charges for rail transportation of 
grain but have substantially increased since the Crow's Nest 
grain rates were established. If, nevertheless, at any time 

the grain growing industry in the West cannot meet its fully 
Bistributea transportation costs, there being no carrier 
competition to justify a lower basis of rates, any subsidy required 
as a matter of national policy should be paid directly to the 
Piduatey by the Government and should not be attempted through 
the medium either of depressed freight rates or of a transportation 
subsidy. On the theory, however, that your Commission would, as 
amatter of information, desire to have some idea as to what are 
the out-of-pocket costs of handling the grain traffic within 


Western Canada, Canadian Pacific has made a calculation. It must, 


owever, be borne in mind that the only way in which the popular 


sonception of the out-of-pocket cost theory could be applied in 


_ 
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relation to the grain traffic in Western Canada would be to estimate 


the extent to which costs in the short term would be reduced if 


the grain traffic were not handled. In making such an estimate 


it has to be assumed that a certain proportion of railway operating 
costs are constant and that the remainder vary directly with the 
volume of traffic. 

The Interstate Commerce Commission in its most recent 
study made in October 1948 concluded that on the average the 
rariable costs of railways in the United States constitute from 
80% to 90% of operating costs, (See Page 89 = Explanation of 

‘Rail Cost Finding Procedures and Principles Relating to the 

‘Use of Costs. Statement No. 2 = 48, published by Interstate 


Commerce Commission) 


i be 


It is admitted, however, that on a railway or region 
‘of a railway where there is a large proportion of thin density 
lines, as in Western Canada, the percentage of costs variable 
with traffic might be somewhat less even than the minimum of 
80% found by the Interstate Commerce Commission in the case of 
the United States railways. The reason for this is that on thin 
density lines the level of costs ae maintenance of way and 
structures is determined m@are by the minimum standards required 
to keep the lines serviceable and less by the volume of traffic. 
When traffic falls off there is also less opportunity on thin 
density lines for reducing other operating costs owing to the 
fact that service requirements set a minimum for frequency of 
trains in excess of that justified by volume of traffic. 

In the light of the foregoing, the costs variable 

With traffic in Western Canada might be taken as 70 percent of 
he total operating costs. On this basis, the out-of-pocket 
psts allocated to the handling of grain and grain products 
1948 would be $23,068,987 or 0.44 cent per revenue ton mile. 

| As previously stated, however, this calculation of 


<of-pocket costs can only be regarded as an estimate of the 


ha) se 3836. 


| ts which in a short term sencs might be saved if the grain 
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traffic were not handled, 


traffic were to disappear permanently 


other traffic, 


in Eastern Canada, 
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that drastic changes in the railway plant would result. 


other facilities, large retirements of equipment, reduction 


‘as follows: 


Allocated to sub-divisions; 


Maintenance of Track 

Locomotive Repairs 

Locomotive Depreciation 

Freight Car Repairs 

Freight Car Depreciation 

Train Fuel 

Enginemen 

Trainmen 

Water for Train Locomotives 
Lubricants and Other Locomdtive Supplies 
Train Supplies and Expenses 
Enginehouse Expenses 

Assisting on Road by Yard Locomotives 


Sub-total 
Allocated to Yards; 


Other Expenses? 


Maintenance of Way and Structures other than 
Track (including depreciation) 

Station employees and expenses (excl. freight 

shed costs) 

Despatching trains 

Grain door expenssé 

Loss and damage claims = grain 

Pensions and Unemployment insurance 

Portion of costs of handling non-revenue traffic 
such as non-revenue coal, grain doors, etc. 

Other transportation and maintenance of 
equipment expenses 

cca enn: (excluding pensions) 

al expenses 

Ae Municipal and Other taxes (excluding 

Dominion and Provincial Income taxes) : 


Joint Facility Rents Total 


Per Revenue Ton Mile 


It is not an estimate of reductions 
in costs which would take place over the 


long term if the grain 
and not be replaced by 
Canadian Pacific did not in its study attempt 

to forecast what would happen in such an event, but it is probable 


These 


would include the abandonment of branch lines, double track and 


in the size of yards and terminals and reductions in train service, 
as well as a general contraction of operations in Western and even 
With these considerations in mind, it must 

be apparent that, over the long period, the real out-of-pocket 
costs for the grain traffic in Western Canada are not less than 


the fully distributed costs, which for the year 1948 are allocated 


4,731,448 
1,438,544 
332,958 
2,321,647 
1,275,270 
3,377,754 
1,489,733 
1,606,414 
210,614 
85,092 
606,385 
638,312 


67,957 


$18,182,108 


2,413,971 


2,705,752 


1,727,808 
205,436 
436, 689 
151,660 
817,195 


3,706,104 


1,020,447 
477,976 


764,264 
375,605 _ 


29,520 
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In allocating the costs as tabulated in the foregoing 
statement, it was necessary to adopt different procedures, 
depending upon the nature and purpose of the operations covered 

by the expense in each primary account. The items in the statement 
have been grouped generally according to the methods used in the 
allocation. 

The expense accounts have been restated to reflect for 
_the full year (1948) the wage award effective March lst of that 
year. No adjustment was made for changes in the price of materials 
_ although there were substantial increases in prices during that 


year (See transcript 20% Case, p. 580 and Ex. (49)=21 and (49) -34) . 


Group A = Items allocated to subdivisions. 
: In some cases, such as the cost of Train Fuel, and 
wages of Enginemen and Trainmen, the breakdown to subdivisons 
was possible through the separation of costs existing in the 
accounting records, In other cases, the breakdown was made by 
using formulae based on freight car-miles, locomotive=miles 
and other service units. For maintenance of track, the costs 
were apportioned to subdivisions on an equated track mile basis, 
Costs were broken down as between freight services and passenger 
train services either beforé or after allocation to subdivisions. 
The Satatrerétgnt costs thus developed for each subdivision 
were apportioned to grain on the basis of gross ton miles and 
freight car miles. Further details of the methods used may be 


found in the Table at p. 112 of the Appendix. 


Group B = Items allocated to yards. 


The total yard costs were broken down by yards for 

each primary account. For most accounts the breakdown was possible 
by direct assignment. In some cases, allocation was made by the 

use of service units such as engine hours. The total costs developed 


for each yard were apportioned to the grain traffic on the basis 


yard engine hours. Further details of the apportionment may be 


ound in the Table at p. 113 of the Appendix. 
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Group C ~ Other Expenses 


These are the 6xpenses which were not broken down by 
Subdivisions or yards because it was not feasible to do so or 


because such a procedure would not contribute to greater accuracy 


in the development of the cost. The procedure in most cases, 


was, first, to apportion the total cost between freight and 


passenger services and then to apportion the freight portion to 
. the grain traffic as a whole on the basis of gross ton miles. In 
_ the cases of grain door expense and loss and damage claims, however, 


; the costs were assigned direct, Further details of the allocation 


"may be found in the Table at p, 114 of the Appendix, 

Other Considerations 
In addition to the foregoing operating costs, there 
are other cost elements which must be taken into consideration 
to gain a realistic appreciation of the costs of transporting 
grain and grain products. 
Return on investment: 
The expenses as allocated make no provision for a 
return on investment in railway property. In any economic enterprise, 
the wages of capital are as true an element of costs as labour, 
material and taxes. The enterprise is not in a sound position 
unless the rate of return on its investment is sufficient to 
attract capital in the amounts required, properly distributed as 
between fixed interest obligations and equity stock. Expert 
opinion was submitted in evidence in the 20% Case that the rate 
of return on Canadian Pacific net depreciated investment in 
Bat iway property should be from 63 to 8.2 percent. The judgment 
of the Board of Transport Commissioners in the 21% Case allowed 
a amount for fixed charges, dividends and surplus equivalent : 
to 5.2 percent on the depreciated investment in Canadian Pacific 
ailway property. 
On the basis of the 5.2 percent awarded by the Board of 


. ansport Commissioners in the 21% Case, the 1946 altometicn ie 


i ada f rn on investment wo 
grain traffic in Western Canada for return on t uld 
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have been $6,121,318 or .12 cents per revenue ton mile. Canadian 


Pacific believes that under present conditions 5.2 percent does 


not represent an adequate rate of return although in the recent 


majority Judgment of the Board it was found that the 1947 


deficiency (as adjusted by such Judgment) would require a 


| general increase in freight rates of only 15%. After making 


adjustments in the Company's books to follow the computations 


¥ used in the Judgment, the result would have been a rate of return 


on investment of 4.9%, Using this percentage, the 1948 allocation 


to the grain traffic in Western Canada for return on investment 
would be $5,766,164 or .ll¢g per revenue ton mile. 

However, it is recognized that in the case of the grain 
traffic, value of service considerations might suggest that the 
grain traffic should not make its full contribution to the return 
on investment but should instead contribute on the net investment 
in facilities required in its movement, not less than the cost 
Bi the Company of its debt capital which in 1948 was 3.058%. 

On this basis the allocation tothe grain traffic would be 
$4,211,767 or .08 cent per revenue ton mile, It is submitted 
that this is the minimum allocation that should reasonably be 
allowed. A statement showing the method followed in allocating 
interest charges to the grain traffic is given in the Table 

at p. 115 of the Appendix. 

The Effect of Peak Loads on Costs: 

Costs of most businesses can be divided into those 
which arise from the use of the invested capital of the business 
and those which are assignable to the immediate effort expended 
in producing the particular units of output. The distinction 

is relatively minor in may businesses but is major when the 
¢apital investment per dollar of annual sales is very heavy as, 
or example, in the case of railways and electric light and 


er companies. 


-184-= 


This distinction is Specially important in relation 


to thos@¢users of the Services of heavily capitalized industries 


who contribute to the peak demand, Those whose business helps 


to create the peak compel an enlargement in the capital investment 


in order to give service, This fact is of major importance. 


It also involves a larger operating establishment which the 
firm must either freshly recruit and train each year as the peak 
approaches, or the working force must be kept in being throughout 
the year at a cost greater than the service given in the slack 
periods would justify. 

The same argument applies, with minor changes, to the 
intermittent useras against the continuous user, A heavy capital 
investment must be maintained for his service even though his use 

is not continuous. Therefore, if it is not possible to average out 
the demands of manyintermittent users so as to get a relatively 
uniform load factor, it may be necessary to assess these costs 
against such users, 

This argument is accepted and applied in the rate structure 
of the electric light and power industry. Off=peak power is sold 

at a price which will cover full user cost plus something toward 

the capital cost of the business. Domestic consumers are charged 
relatively higher rates because of their intermittent use but 

they are given incentive rates to encourage them to increase 

their damand and, by increasing it, to extend it through the day 
rather than to concentrate it in a few of the early evening hours, 
This principle is not only applied in the electic light 

and power industry with the full approval of regulatory boards, it 

is also recognized by economic theorists as based upon the cost and 
not upon the value of service. A. C. Pigon, who is recognized 

. one of the most rigid proponents of pricing upon a pure cost basis, 


has explicitly accepted it as such. (See his Economicsof Welfare, 


London: MacMillan, 1920, pe. 260). 
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The reasoning stated above applies equally to the grain 
traffic of Western Canada, Superimposed upon the other traffic 
in the late fall months it produces the peak load of the Western 


Regions of Canadian railways, It involves a very substantial 


capital investment, Therefore, in logic, it should carry the 


full share of capital costs which its existence compels, It 


will be recognized, therefore, that the failure to allow for these 


Special peak-load costs in finding the average cost of andi 
the grain traffic may be praiseworthy as an act of conservatism 
in attempting to keep the cost figure as low as possible; but, 
logically, it stands on very doubtful ground. 
Contribution to Pannancer Dotted s 

In the calculations made, the passenger portion of the 
expenses was eliminated in a manner comparabie to that used in 
| recent presentations before the Board of Transport Commissioners. 
The apportionment of the expenses to passenger train service 
in Western Canada during 1948 has shown a deficiency of revenues 


under expenses for this service of $18,555,654, Details of results 


of the apportionment may be found in the Table at pell6 of the 
Appendix, from which it appears that passenger train woven 
nearly cover transportation costs and maintenance of equipment 
expenses assignable to passenger train services, but they make 
no contribution toward maintenance of way and structures or to 
general overhead. It is recognized that this condition is not 
unusual among railroads on this continent and that this deficiency 
in the contribution of passenger train revenues must be made up 
from freight revenue. 

There is every justification for grain bearing a fair 
portion of the deficiency of passenger train service revenue 
because the passenger trains operate over and provide service 
to the same communities as the grain traffic. If the deficiency 
on passenger train service were charged to the grain traffic on 


‘the ratio of gross ton miles of grain traffic togross ton miles 
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of all revenue freight traffic, there would be an additional 


aoe ment of $5,603,808, or ell cent per revenue ton=-mile for 
the year 1948, 


Miscellaneous: 


Owing to seasonal fluctuations in the volume of grain 
handled, there is a peak demand for cars in the months of 
September, October ana November, ‘his means either that surplus 
of cars above normal requirements must be carried in the inventory 
to handle the peak demands of the grain traffic or that cars required 
for other traffic are used to handle the grain resulting in some 
of this other traffic of a more lucrative character being lost 
to competing carriers. The costs as allocated do not cover the 
costs of maintaining extra cars for seasonal peaks and make no 

allowance for loss of revenue through inability to handle all 
of the other traffic offering during the period of maximum grain 
movement. 

Summary of Cost Analysis 

In view of the fact that total railway requirements 
should, in the end, be derived from railway revenues and must 
therefore be reflected in the rate structure, it may be helpful 
at this point to summarize the cost factors related to the 
handling of grain and grain products in Western Canada as analyzed 


in the foregoing section. 


Per Revenue 
Amount Tonemile 


Operating costs, allocated to the grain 
traffic. : $32,955,695 62¢ 

Reasonable contribution to cover 
deficiency in revenues from passenger 
train service 

Miscellaneous 

Minimum contribution to return on 
investment in facilities maintained 
for grain traffic in Western Canada 4,211,767 


$42,771,270 081 


In developing the figures used in this analysis, wherever 


5,603, 808 pe 
Not estimated ne 


008 


: 


there was any reasonale doubt as to the amount which should be 
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allocated to the grain traffic, the methods used were those which 


would result in the more conservative figure, For example, the 


Charge to the grain traffic for the return movement of empty 


cars was made on the assumption that the grain traffic should bear 

equally with all other freight traffic the cost of moving empty 

box cars. In actual practice, the grain traffic creates a 

greater than average empty movement, thus the assessment in the 

study was made on a conservative basis, Moreover, Dominion and 

Provincial income taxes have not been taken into account. Only 

partial provision has been made for return on investment. No 

assessment is made for loss of more compensatory traffic through 

using freight equipment for handling grain in peak periods. 

Revenues from Grain Traffic 
The total revenue from grain and grain products in 

Western Canada in 1948 amounted to $29,128,974, or .55¢ per 

revenue ton-mile. It is pointed out that this figure includes the 

revenue from all movements of grain and grain products, a portion | 

of which is not subject to the Crow's Nest rates but moves at local 

or international rates which are on a higher basis than the 

Crow's Nest level, Actual figures showing the revenue from grain 

moving at Crow's Nest rates are not available without exceedingly 

minute examination of individual shipments. It is clear, therefore, 

that the revenue received from the Crow's Nest Pass grain traffic 

is something less than the .55¢ per revenue ton=-mile. On the 

other hand, the cost study was similarly unable to separate the costs 

of handling Crow's Nest Pass grain from domestic grain in Western 

Canada. It is unlikely, however, that the cost of handling domestic 

grain is very different from the cost of handling grain moving at 


Crow's Nest Pass rates. The important difference exists therefore 


in the revenue. 


In order to measure the extent to which the revenue 


of .55¢ per ton-mile on grain traffic exceeds the revenue from 
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traffic carried at Crow's Nest Pass rates, a calculation was 


made by taking representative shipping points on each subdivision 


covered by the cost analysis and calculating the arithmetical 


average of the revenue which would be derived from shipments 


from each of these points, It is true that by using an arithmetical 


‘average the result is not weighted to reflect the variation in volume 


from the different points, ‘The unweighted arithmetical average 


indicates that the revenue from Crow's Nest Pass grain is only 


0049¢ per ton mile, 


On the basis of revenue from all grains, the deficiency 


of revenue amounted to .26¢ (.8¥ less °55¢) per revenue ton=mile 


times 5,296,000,000 revenue ton miles, that is, a total of 
$13,769,000. As pointed out above, however, the revenue of 055g 
per revenue ton-mile includes revenue from local and international 
grain movements which move at rates higher than the Crow's Nest 
Pass basis. Using the unweighted arithmetical average referred 
to above, the deficiency of revenue would amount to od2¢ (.81¢ less 
0497) per revenue ton-mile times 5,296,000,000 revenue tonemiles, 
that is, $16,947,000. Therefore, while the exact dollar deficiency 
from Crow's Nest grain in Western Canada is not available, it 
will be seen that it is somewhere between $13,769,000. and 
$16,947,000, 
Summary 

The submissions of Canadian Pacific on this matter may 
be summarized briefly as followss- 
lo. In fairness and equity, these rates should be regulated 

in the same way and by the same tribunal as rates on 

other traffic. 


less than 
2. The level of grain rates in Western Canada is 
4 half that for comparable movements of grain in the 
Western United States. 


3. Under present conditions, the "Crow's Nest" level of grain 
rates is not compensatory. 


in growing 
matter of national policy, the gra 
a Se techs in Western Canada should at any time require : 
to be subsidized, the subsidy should be paid directly 
to the industry by the Government of Canada out of 


general tax monies. } 
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Se The price of grain in Western Canada 
doubled since the present "Crow's Nes 
freight rates was established, It is sound economics 
that these rates be permitted to find their proper 
level in accordance with changed conditions. 


60 The Crow's Nest rates are a pure historical survival. 
They are not related either to the cost of service 
nor to the value of service, Changes which have occurred 
Since they were introduced have made them totally obsolete 
and their effect upon the railways and upon the rates 
charged on other traffic make it dangerous to retain them. 


has more than 
t" basis of rail 


Canadian Pacific would not expect, nor would they ask 
for, rates as high as obtain in Western United States for the 
Same or similar distances, 

Canadian Pacific is, however, strongly of the opinion 
that, in fairness to the shippers and receivers of all traffic, 
one class of traffic in one section of the country should not 
reasonably expect to receive preferred treatment at the expense 
of other classes of traffic. 

In seeking the repeal of the provisions of the Railway 
Act respecting rates on grain and grain products in Western Canada, 
it does so in order that the Board of Transport Commissioners 

may have jurisdiction over all freight rates in Canada, without 
exception, and that a more equitable distribution of the trans= 
portation burden may be achieved. 

Before fixing the rates on grain and grain products 

in Western Canada, Canadian Pacific would expect a most thorough 
and detailed study by the Board. In developing the cost of 
handling grain in Western Canada Canadian Pacific has voluminous 
working papers. These can be made available to the Commission 


if desired, and of course, would be available to the Board on any 


study that they may undertake. 


OUTLING SUBMISSION 


i Pacific submits that a recommendation should be 
ee Pew Section 351 of the Railway Act should be amended re 
that the rates to be charged for the movement of His Majesty's 
mail, His Majesty's naval or military forces or militia and all 
artillery, ammunition, provisions or other stores for bp use, 
and all policemen, constables or others travelling on ne ; 
Majesty's service, shall be brought witin the jurisdict a Z 
the Board of Transport Commissioners. An appr ones aoe _ . 
should also be recommended to section 80 of the Pos ce Acteo 
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FURTHER SUBMISSIONS 
EO LONS 


Canadian Pacific submits that a recommendation should 


be made that Section 551 of the Railway Act and Section 80 of 
the Post Office Act be amended by Striking out of each section 
the words "on such terms and conditions” in the second to last 
line of each Section, and adding at the end of the section the 
words "on such terms and conditions as may be made from time to 
time by the Board of Transport Commissioners for Canada", 
The present sections are as follows: 
Railway Act 
SL 6 His Majesty's Mail, His Majesty's naval or military 
forces or militia, and all artillery, ammunition, provisions 
or other stores for their use, and all policemen, constables 
or others travelling on His Majesty's service shail, at’all 
times when required by the Postmaster General of Canada, 
the Minister or Deputy Minister of National Defence, or any 
person having the superintendence and command of any police 
force, respectively, be carried on the railway, and with 
the whole resources of ne company if required, on such 
terms and conditions and under such regulations as the 


Governor in Council makes, 


Post Office Act 

80. Canada mail and persons travelling therewith on 
postal service, or any duly accredited official of the 
Post Office Department of Canada, shall, at all times when 
thereunto required by the Postmaster General, be carried 
on any steamship or steamboat navigating the waters of 
Canads, and on any railway in Canada, and with the whole 
resources of the railway company if required, on such 
terms and conditions and under such regulations as are 


made by the Governor in Council. 
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Prior to February ist, 1914, there were no uniform 


for the transportation of Post Office mails 
of Canada, 


rates by the railways 


On the Canadian Pacific there were rates 


Space on various routes 


for car 

> and upon certain parts of the railway 
the rates were calculated upon a track mile basis, 

On February ist, 1914, under Order 
approved January 27th, 1941, 


-in-Council P.c, 211, 
concurrently with the establishment 
of the parcel post, the method of pay on all railways in Canada 


Was changed to a Space, and car and train mile basis. 


Early in the year 1917, the railways made representations 


_ to the Postmaster General requesting an increase in rates, The 
Postmaster General recommended that the question be referred 
to the Board of Railway Commissioners 


rP.C. 


» and Order=in=-Council 
617 = making this reference to the Board = was approved 


under date of March 7th, 1917, The Board of Railway Commissoners 


investigated the matter and submitted a report to the Governor 


in Council under date of July 5th, 1919, However, the recommendation 
of Pes Board was not made effective until March lst, 1921, and 
the rates established by virtue of it were to have expired 

on March lst, 1922, but were extended by Order=in-Council 

for a further period of three months, 

The entire question of Railway Mail Pay rates and 
regulations had, in the interim, been under investigation by 
Mr. R. A. C. Henry of the Department of Railway and Canals 

who had been assigned to the task by mutual agreement between 
the railway and the Post Office Department. Mr. Henry submitted 
his report under date of May 30th, 1922, and the rates and 
conditions presently in effect are those established by Ordere- 
dn-Council P.C. 1896, dated September 13th, 1922, effective 

June lst of that year, based on Mr. Henry's recommendations, 

| Under date of September 9th, 1929, the Railway 


Ssociation of Canada, on behalf of all the steam railways of 


anada, submitted application to the Postmaster General for an 
' 9 
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increase in railway mail pay rates. At p. 117 of the Appendix 
will be found a copy of the letter from the General Secretary 

of the Railway Association of Canada, addressed to the Honourable 
P. J. Veniot, Postmaster General of Canada, dated September 9th, 
1929, submitting the application. There were protracted 
negotiations between Officers of the Post Office Department 

and the Railway Association, both on the question of rates and 
conditions of service, but it was never possible to reach 
agreement, and the rates established in 1922have continued to 
this date, 

Under date of November 29th, 1948, the Railway Association 
of Canada, on behalf of all steam railways, applied for an immediate 
increase in the rates payable for the transportation of His 
Majesty's mail (see pp. 118-9 of the Appendix) . 

This application was supplemented by a further submission 
under date of May 3rd, 1949 (see pp. 120-1 of the Appendix). 

After seven months had elapsed since the application 
was first presented, it had not been possible to reach any | 
agreement with the Postmaster General, In August it was arranged 
the matter should be referred to the Board of Transport Commissioners 
for investigation and informal report to the Postmaster General, 
who will of course not be bound by the Boardts finding. 

The service performed by the railways for the Post 
Office Department is comparable in many respects to the trans- 
portation of goods for the general public. The Post Office 
Department, through its parcel post arrangements, is in direct 
competition with the express companies of the railways for small 
package traffic, but while the rates of the express companies 
are subject to the regulation and approval of the Board of 
Transport Commissioners, the Postmaster General is enabled to 
Secure transportation of all mail matter, including parcel 
_ post shipments, at rates established by Order-in-Council under 


provisions of the Railway and Post Office Acts, without the 
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control or approval of any regulatory tribunal, 
It is manifestly unfair to the railways that they 
Should be subjected to long delays in the matter of railway 
mail pay rates and regulations, The employees of the Post 
Office Department are not equipped by knowledge or experience 
to evaluate the cost to the railways of providing mail trans- 
portation, and the determination of fair and reasoneble rates 
should be the duty and responsibility of a neutral authority. 
In that connection reference is made to a letter from the 
Postmaster General to the Chief Commissioner of the Board dated 
9th September, 1949, in which he said:- 
"Naturally, the officials of my Department 
are not intimately versed in the complexities 
of the factors governing railway rates and, there= 
fore, I feel sure that the assistance and advice 
of your experts would be of great help in our 
endeavour to arrive at a common understanding 
on which I could base a recommendation to my 
colleagues," 
In a letter dated 10th September, 1949, to the 
Railway Association of Canada the Postmaster General stated: -= 
ae generaily admitted that the question 
of mail conveyance rates cannot be dealt with in 
isolation. from freight and other rates. Further, 
there are so many ramifications that the question 
is one of great complexity, calling for expert 
advice and assistance. It is with this in mind 
that I have asked the Chief Commissioner to have 
the data reviewed by the officers of the Board, 
who have expert experience and knowledge in matters 
Be thie kind,” 
If mail rates were under the jurisdiction of the 
Board, which is admittedly equipped to deal effectively with 
such matters, unnecessary delay and wasted effort would be 
overcome. It is respectfully submitted, therefore, that these 
matters should be subject to regulation and approval of the 
Board of Transport Commissioners in the same manner as are 


other railway transportation rates and that the Postmaster 


General should be bound by the findings of the Board, 


and reasonable rates and compensation for the transportation 


of Post Office mails by railway common carriers in the United 
States, 


United States: 


Prior to 1916 the carriage of mails in the United 
States was upon a weight basis, the weights being determined 


by tests every four years. 
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The Interstate Commerce Commission is empowered by 
legislation to fix and determine, from time to time, the fair 
. 
. 
; 
. The space base System, Similar in principle to that in 
| effect in Canada, was inaugurated by an Act of Congress dated 
July 28th, 1916, 39 Stat. 412, 425, 451, which Act also empowered 
and directed the Interstate Commerce Commissions: = 
"To fix and determine from time to time the fair 
and reasonable rates and compensation for the 
} transportation of such mail matter by railway 
: common carriers and the service connected there-= 
with, prescribing the method or methods by weight 
or space or both or otherwise for ascertaining 
such weight or compensation and to publish the 
Same; and orders so made and published shall 
continue in force until changed by the Commission 
after due notice and hearing." 
Pursuant to the Act, the Interstate Commerce Commission 
instituted an exhaustive investigation and submitted a report 
in 1919 establishing what it regarded as fair and reasonable rates 
for the various units of service from November lst, 1916, to 
; January lst, 1918, and rates on and after January lst, 1918, 
that were approximately 25% in excess of those in effect prior 
to that date. 
The New England lines, in February, 1921, filed an 
application with the Interstate Commerce Commission to re-examine 


the facts and circumstances surrounding the transportation of 


mails on their lines, maintaining that the rates prescribed 
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in the Order of the Commission in December, 1919, for general 


application to all carriers, were inadequate with respect to 


the New England rates because of the alleged relatively higher 
operating costs of mail service in that territory. The Commission 
investigated the matter, and an Order dated December 25rd, 1923, 
granted the New England lines a further increase of approximately 
35% effective with the date of the Order. 

In May, 1925, the United States lines petitioned the 
Interstate Commerce Commission for a re-examination of the 
rates and conditions of service, and applied for an increase 
in mail rates of 40%, 

After several hearings on the question, the Interstate 


Commerce Commission rendered judgment under date of July 10th, 


1928, granting an increase in the rates of 15%, retroactive to 


the date of the application, May, 1925, and a new scale of rates, 
effective August ist, 1928, which were, in varying degrees, 
approximately 15% higher than the rates prevailing prior to 

May, 1925, 

These rates continued until February 19th, 1947, when 
the United States railways petitioned the Interstate Commerce 
Commission for an increase of 45% in the prevailing rates, | 
and by decision dated December 4th, 1947, the Commission granted 
an interim increase of 25%, retroactive to the date of the 
application, February 19th, 1947, 

A supplementary petition was filed by the railways on 
June 24th, 1948, increasing their original request for improved 
mail rates from 45% to 65%. A further petition was filed 
March 24th, 1949, for an additional 15%, bringing the extent 
of the railways’ application to 80% in excess of the rates 
in effect prior to the original application dated February 19th, 


1947, 


Se wt > 
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Also, on March Slst, 1949, the railways submitted 
application for a 35% additional interim increase for transporting 
the mails, pending final decision of the Commission in the 
matter of the rate increase applications previously presented. 

The entire matter is still before the Interstate 
Commerce Commission, 

The history of mail pay rates, both in Canada and 
in the United States, and the manner in which Such rates are 
fixed, support the submission of Canadian Pacific for the 


amendments proposed to the Railway Act and the Post Office Act. 


His Majesty's Forces and Stores: 


Rates charged for the movement of His Majesty's naval 
or military forces or militia and all policemen, constables 
or others travelling on His Majesty's service, are fixed 
by negotiation with the departments of the Government concerned. 


In the past, such rates have followed the increases and decreases 


for passenger fares ordered by the Board of Transport Commissioners. 


It is submitted, the only effect of the present restriction 
in the Railway Act is to delay the application of increases to 
the movement of persons travelling on behalf of His Majesty. 
Similarly, rates charged for the movement of all 
artillery, ammunition, provisions or other stores for the use 
of His Majesty's naval or military forces or militia vary with 
increases or decreases in general freight class rates ordered 
by the Board of Transport Commissioners. In regard to ammunition, 
stores, etc., of His Majesty, the manner in which rates are 
fixed results from an agreement between the railways and the 
Department, the effect of which is that such rates are, to all 
intents and purposes, now under the jurisdiction of the Board 
by agreement of the parties, ratherthan by the statute. It is 
submitted, therefore, that there should be no objection to 
regularizing the agreement now in effect by placing such rates 


under the jurisdiction of the Bosrde 
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OUTLINE SUBMISSION 
HIGHWAY TRANSPORTATION 


"83, The movement of persons and goods by highway is a public 
Service industry and Should, just as railways, be regulated 

in the national interest, Undoubtedly there is in Canada 
much uneconomic and therefore wasteful highway transportation 
which has had a serious effect on railway revenues. Certainly 
both railway and highway transport have a special aptitude 

for service in their respective fields; however, the problem 
is to co-ordinate the two forms of land transport in the 
public interest, 


84. Canadian Pacific adopts and relies upon the Outline 
Submission of The Railway Association of Canada." 


FURTHER SUBMISSIONS 
Canadian Pacific adopts and relies upon the Final 


Submission of The Railway Association of Canada. 


OUTLINE SUBMISSION 


"85. Canadian Pacific submits that a recommendation should 
be made that as a first step and in any event Parliament 
should enact legislation to vest in an administrative tribunal 
power to control and regulate highway transportation within 
the jurisdiction of the Dominion." 


FURTHER SUBMISSIONS 
INLAND WATER AND AIR TRANSPORT 

In its outline submission, Canadian Pacific did not 
make specific reference to inland water transportation or to air 
transportation. However, a Siaee concept in the approach of 
Canadian Pacific to the transportation problem is that transe-- 
portation, by whatever means must, if it is to be economically jus- 
tified, create values in service equal to the total costs of pro= 
viding that service. These total costs should include the costs 
of construction, maintenance, and operation of transportation 
facilities whether the facilities are provided by government or 
by private agencies. The users of transportation should pay for 
those costs through tolls and charges for services rendered, 


In principle this should apply to inland water, air, and 
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highway transportation as well as to rail transportation. 

Operators of inland water transport and of air transport 

should recover through charges to the users of their services 
not only their costs of operation, taxes and return on investment, 
but also the cost of building, maintaining, and operating 
facilities which are provided for their use by the government. 
In order for this to be done, it is necessary that the appro= 
priate government departments know what are the true costs of 
providing, maintaining, and operating these facilities so that 
tolls or charges may be levied against the transport operators 
at levels sufficient to recover the costs. 

In respect of inland water transport, the facilities 
provided by the government include canals, harbours, and aids to 
navigation. In 1903, tolls were abolished for all Canadian canals 
and have never since been reimposed. These canals are considered 
as public works to be paid for, maintained, and operated with 
public funds rather than as self-supporting facilities to be 
paid for by the transport operators using them. The only revenues 
derived from canal services are from wharfage, water power rentals, 
and other incidental sources. 

Without attempting an exhaustive analysis, it is 
possible to obtain from government reports some idea of the 
extent to which inland water transport is subsidized. Up to 
March 31, 1948, total government expenditure on capital account 
for canals was $243,692,569. In addition, the accumulated 
deficit on account of maintenance and operation of canals was 
$84,326,321. This does not include any charges for interest 
or depreciation. The total outlay as at March 51, 1948, amounted 
to $328,018,890. (Source - Annaul Report of Department of 
Transport) o 

“A better appreciation of the extent to which inland 
shipping is subsidized at the public expense may be gained by 


examining the figures on an annual basis and relating the subsidy 
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to tons of freight handled through the canals. During the 

ten year period 1939 to 1948 inclusive, the average annual 
operating deficit, that is, the amount by which expenditures 
exceeded revenues from the operation of Canadian canals, amounted 
to $1,620,742, The average capital investment during this period 
was $243,758,295, Taking interest at 3 percent, and depreciation 
at 2 percent, the carrying charges on this investment would 
amount to $12,187,915 annually. On this basis, the total annual 
deficit during this ten year period averaged $13,808,657. This - 
amount does not take into account governmental expenditures for 
aids to navigation and harbour facilities, the benefits of which 
are shared by inland water transport. 

During the ten year period, an average of 21,875,491 
tons per annum was carried through the canals (tonnage passing 
through more than one canal was included in the Statistics of 
each canal through which it passed), Thus, the total deficit 
on the operation and carrying charges for canals alone averaged 
65.1 cents for every ton carried through each canal. 

Air transportation is also heavily subsidized at the 
expense of the tax payer. Here again the government has expended 
large sums for the construction, maintenance, and operation of 
facilities, including airports, aids to navigation, meteorological, 
and allied services. As of March 31, 1948, the Department of 
Transport investment in air services for civil aviation amounted 
to $164,517,426, (Source: Department of Transport Annual Report) . 
Again taking interest at 3 percent, and depreciation at 2 
percent, the carrying charges on this investment amount to 
$8,225,872 per year. During the fiscal year ending March 51, 
1948, the Government of Canada had an operating deficit from 
airways services of $9,617,838. The total deficit therefore 
amounted to $17,843,710. The ton miles of freight, mail and 


passengers carried by air during the year were 39,279,838, Thus, 


for every ton carried one mile by air the tax payers of Canada 
contributed on the average, 45.2 cents through subsidies to air 
transportation. As applied to passengers and taking 10 
passengers and their baggage as being equal to one ton, this 
is equivalent to 4.5 cants per passenger mile. Calculated 
in the same manner over the ten year period 1939 to 1948 
inclusive, the total deficit averaged 44.9 cents per ton mile, 
These figures do not take into consideration the question as to 
whether or not air transport is subsidized through payment for 
the carriage of mail. Insufficient information is available ag 
to the revenues derived from and expenditures incurred for air mail 
by the Post Office Department to enable an estimate to be made. 

| Canadian Pacific does not question the wisdom of | 
encouraging the development of civil aviation. Air transportation 
‘has an important role to play in the economic life of any modern 
progressive state. It is urged, however, that the air transport 
industry be developed along sound economic lines so that as soon 
as possible it may be self-supporting. Its growth should be 
governed by the demand for its services and these services should 
be priced to recover not only the air transport operators! costs 
but also an increasing proportion of costs incurred by the govern= 
ment in providing and operating facilities in aid of civil aviation. 

Canadian Pacific recognizes that considerations of 

national defence have a bearing upon the policy of subsidizing air 
transport. Certain facilities used by commercial air transport 
are also used by or may be required for the use of military air 
services. Therefore, some of the capital and maintenance costs 
for facilities may be regarded as joint costs of commercial air 
transport and national defence air services. Canadian Pacific 
has no means of determining what these joint costs are or what 


would be a fair distribution of them. It therefore suggests 
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that the necessary information might be secured by your 
Commission so that the true Subsidy to air services may be 
ascertained. 

As previously mentioned, it may be claimed that 
Subsidies to air transport have been justified because it was 
necessary to establish the industry in the national interest. 
Canadian Pacific submits that the policy of subsidization should 
gradually cee way to a policy requiring commercial air transpor-= 
tation to meet its true costs through charges for services rendered. 

As to inland water transport, the policy of subsidization 
has its roots in history. Whatever justification there may have 
been in the past for subsidy, Canadian Pacific submits that the 
justification no longer exists and urges your Commission to 
recommend that a policy be evolved whereby at the earliest possible 
date inland water transport will be required to pay for the use of 
facilities provided by the Government. 

Inland water transport on the Great Lakes = St. Lawrence 
waterway and air transport are within the jurisdiction of the 
Dominion. Highway transport; on the other hand, is partly within 
Dominion and partly within Provincial jurisdiction. The Dominion 
has exercised its jurisdiction over inland water transport through 
the provisions of the Canada Shipping Act and the Transport Act. 

It has also legislated with respect to commercial air transpor=- 
tation through the Aeronautics Act. These acts and the regulatory 
bodies charged with carrying out their provisions do control to 
Some degree air and water commercial services. If these media of 
transport were paying the true costs of government facilities used 
by them, the level of their charges for services rendered would 
determine their economic sphere in the field of transportation. 

Although the main factor governing the provision of service 


Should be the natural economic controls imposed by cost of service 
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and value of service, to the extent that such economic controls 
need to be supplemented by administrative controls, the adminis= 
trative controls should be coordinated for all forms of transpor= 
tation. 

Canadian Pacific submits that your Commission should 
recommend that the administrative tribunals controlling inland 
water and air transportation should be required before licensing 
any transportation service to determine whether the service to 
be provided will be redundant and to consider the effect of such 
redundancy on the existing forms of transportation. 

In the opinion of Canadian Pacifie it is difficult to 
establish either uniformity of regulation and procedire or the true 
coordination of the various competing forms of transport except 
by means of a regulatory Hedy With unified control over all forms 
of transportation and Canadian Pacifie accordingly submits that 
Some means should be provided by which this can be brought about. 
This would not necessarily mean an immediate elimination of such 
bodies as the Air Transport Board but it is rather intended to 
Suggest that one board with different branches would be superior 


to several boards functioning independently. 


CoF.H. CARSON 
F.eCoS. EVANS 


OF COUNSEL FOR CANADIAN PACIFIC 
RAILWAY COMPANY 


MONTREAL, QUE., 12th October, 1949. 
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